i et
b s pe

ST . “COMPONENTUNIT - - .o o
' s ANNUAL FINANCIAL REPORT'J T
S FISCALYEAR ENDED JUNE 30, 1991 S




02-BaLH

f”@ r i
RIFRT

DEPARTMENT OF ADMINISTRATION j

P.O. BOX 110200
JUNEAU, ALASKA 99811-0200

. £ PHONE:  (907) 465-2200
OFFICE OF THE COMMISSIONER ¢ FAX: {907) 465-2125

December 20, 19¢1

The Honorable Walter J. Hickel
Governor of Alaska

P.C. Box 110001

Juneau, AK 99811-0001

Dear Governor Hickel:

It is my pleasure to submit to you the Annual Report of the Alaska Public Employees’
Retirement System {(PERS) and Teachers’ Retirement System (TRS).

This report shows the financiai condition of both the PERS and TRS funds as of June 30,
1991. It has been prepared on the basis of standards set forth by the Governmental
Accounting Standards Board and Financial Accounting Standards Board and is submitted
in accordance with the requlrements of Alaska Statutes 39 35 020(5) (PERS) and

14.25.030(4) (TRS)

Sincerely, ~ S
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Commissioner
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December 11, 1981

Commissioner Nancy Bear Usera
P.O. Box 110200

Department of Administration
Juneau, Alaska 99811-0200

Dear Commissioner Usera:

The Annual Financial Report of the Public Employees’ (PERS) and Teachers’ {TRS) Retirement
Systems for the fiscal year ended June 30, 1991, is hereby submitied. Responsibility for both the accu-
racy of the data and the completeness and fairness cf the presentation, inciuding alt disclosures, rests
with the systems. To the best of my knowiedge and belief, the enclosed data are accurate in all material
respects and are reported in a manner designed to present fairly the financial position and results of
operations of the systems. All disclosures necessary to enable the reader 1o gain an understanding of
the systems’ financial activities have been included.

While only summarized in this letier, the Introductory, Public Employees’ Retirement System, and
Teachers’ Retirement System sections of the report provide details for each system that will enable the
reader to see the results of another successful year.

REPORTING ENTITY

The Legistature established the Teachers' Retirernent System (TRS) on July 1, 1955, and the Public

- Employees’ Retirement System (PERS) on January 1, 1861, to attract and retain gualified peopig in .
public service employment. In addition to providing retirement beneflts the systems also offer other
valuable |tems such as disability and death benefits.

Nurmber of paﬁimpating employers

{reporting entities) 145 143 135 82 80 81
Number of active members 28,840 29,086 28,058 8,903 8,586 8,527
Number of retired mermbers 8,358 7,365 6,967 3,544 3,184 3,008
Average Annual Retirement
Benefit $12.456 $11,628 $11,472 $23,160 $22,236 $21,708
Average Annual Retiree Medical : _
Pramiurn $2,928 $2,800 $2,743 $2.928 $2,990 $2,743
_ 1
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MAJOR IN rI'IATIVES

Chapter 69, SLA 1991, is the only legislation that passed during the 1991 legislative session which
affects the systems. This chapter requires insurance coverage for mammograms for retirees who are
covered under the PERS and TRS medical plans.

An automatic Post Retirement Pension Adjustment (PRPA) was granted for both systems effective
July 1, 1990, due to an increase in the consurmer Price Index (CPI) during the preceding calendar year.

The systems implemented cost containment measures for the retiree group medical plan effective July 1,
1991. The measures, recommended by the Legislative Health Care Cost Containment Task Force and
approved by the PERS and TRS Boards, provide for:

(1) precertification for all inpatient services and selected outpatient services;
(2} a managed second opinion program for selected services,

(3) 100% coverage for care received in a skilled nursing facility in lieu of an mpatlent hospital
stay;

(4} travel benefits for the purpose of receiving services in a location other than the retiree’s
local area;

(5 & mail order prescription drug program; and
{6) reimbursement for medical expensas recovered from a third party.
ACCOUNTING SYSTEM AND REPORTS

The financial statements are presented in accordance with Financial Accounting Standards Board (FASB)
Statement #35. The notes to the financial statements were prepared in accordance with Governmental
Accounting Standards Board (GASB) Statement #5.

The accrual basis of accounting is used in recording financial transactions. Revenues are recognized in

the accounting period in which they are earned and become measurable without regard to the date of

collection. Expenses are recorded when the corresponding liabilities are incurred, regardiess of when

payment is made. Under our cash management program receipts are deposited as received. They are

recorded as undistributed deposits until they are allocated to member coniributions, employer contribu-
tions, or investment income. _

Management is responsible for establishing and maintaining an internal control structure for the systems
that provides reasonable assurances regardmg the safeguarding of assets and the reliability of financial
records.
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ASSETS

Pecember 20, 1991

At June 30,. 19291, the PERS market value of net assals totalled $3,017,541,000 and those of the TRS

totaled $1,824,663,000. This was a PERS incr

year.

REVENUES

ease of 9.9% and a TRS increase of 6.9% over the prior

Funding for th“e'systems‘ benefits is provided thrcugh investment income and the collection of employer
and employee contributions. The revenue sources for the years ending June 30, 1981 and 1990 are
shown as follows: : '

nvesiment | néome $202,065,000 $251,259,000 $122,849,000 $158,741,000
Employer Contributions 132,402,000 96,418,000 57,982,000 53,670,000
Member Contributions 76,486,000 69,720,000 40,059,000 35,224,000
Total - $4'10,953,000 $417-,397,000 $220,890,000 $247,635,000
EXPENSES

The primary expense of a retirement system is the payment of benefits. These recurring benefit pay- -
ments, along with refunds of coniributions to terminated empicyees and the cost of administering the
systems comprise the total expenses of the systems. The expenditures for the years 1891 and 1990
are reflected below:

Benefits $122,983,000 107,443,000 $95,097,000 $80,5847,000
Refunds 11,965,000 11,237,000 3,510,000 2,896,000
Adminisiration 5,019,000 5,124,000 3,966,000 3,423,000

Total ~ $139,967,000 $123,804,000 $102,573,000 $87,1 66_,000
FUNDING

Funds accrue from the excess of revenues over expenseas and are accumulated by the systems 10 meel
current and future benefit obligations. An annual actuarial valuation provides the best assurance that
funds will bz available for current and future benefit payments,

The differance between the systems' net assets and the present value of credited projected benefits, or
“projected benefit obligation,” is the unfunded accrued liability, alse referred to as the “unfunded pension
benefit obligation.” The unfunded pension benefit obligation as of June 30, 1990, was $76,032,000 for

PERS and $232,788,000 for TRS.
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The percentage comptuted by dividing the pension benefit obligation by the net assets is generally referred
to as the funding ratio. The funding ratio increases as the assets available for beneflts increase in propor-
tion to the present value of benefits that have been earned. The higher the level of funding, the larger the
ratio of assets accumulated and the greater the leve! of investment income potential. A high level of funding
gives the members a greater degree of assurance that pension benefits are secure.

Although the historical level of funding for the systems is good, constant effort will continue to be directed at
improving funding levels, thereby assuring the members of a financially seund retirement system. The
current funding ratio, as of June 30, 1990, is 97.2% for PERS and 87.7% for TRS.

PROFESSIONAL SERVICES

Professional consultants are hired tc perform services essential to the efficient operation of the systems.

~Actuarial services are provided by Willlam M. Mercer, Incorporated. The annual financial audit of the
systems was conducted by the accaunting firm of Coopers & Lybrand. The systems’ investme nt funclion
is managed by the Alaska Department of Revenue, Division of Treasury.

ACKNOWLEDGEMENTS

The cooperation of the PERS and TRS employers contributes significantly to the success of the
systems. We thank them for their continuing suppott.

The compilation of this report reflects the combined effort of the systems’ staff. The infermation is
intended 1o provide complete and reliable information to make sound management decisions, which
protect the assets contributed by the members and their employers. The report is being mailed to all
employers in the systems and other interested persons.

Respectfully submitted,

Gary M. Bader
Director

GMB/tz
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Report of Independent Accoyptants

Division of Retirement and Benefits and
Mambers of the Alaska Public Employees’
Retirement Bcard

State of Alaska

Public Employaees’ Retiresment Systen

Juneau, Alaska

We have audited the accompanying statements of net assets
available for benefits of the State of Alaska Public Employees’
Retirement System as of June 30, 1951 and 1990, and tha related
statements of changes in net assets available for benefits for
the years then ended. These financial statemants are the
‘responsibility of the management of the State of Alaska,
pepartment of Administration, Division of Retirement and
Benefits, Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan ahd
perform the audit to cbtain reasonable assurance about whether
the financial statements are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the ampunts and disclesures in the financial statements. Any
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall Zfinancial statement presentation. We believe that
our audits provide a reasonable bagig for our opinion.

-ITn our opinion, the financial statements referred to above
present fairly, in all material respects, the net assets
available for benefits as of June 30, 1991 and 1990, and changes
in net assets available for benefits for the years then ended, in
conformity with generally accepted accounting principles.

The supplemental schedules of funding progress and revenues by
source and expenses by type are not a raquired part of the basic
financial statements of the State of Alaska Public Employeses’
Retirement System but are reguired by the Governnental Accounting
Standards Beard. We have applied certain limited procedures,
which consisted principally of inguiries of management regarding
the methods of measurement and presantation of the supplementary

information.  However, we did not audit this ipformation and
express no opinion on it.

Comprcn t LggbrnSle
Anchorage, Alaska
Septembar 14, 1991

- .%y(:ﬂe‘-




Assets:
Investments, at fair valus:
~ United States Government securities
GCorporate bonds, notes and debentures
Domestic equity fund
International equities
Real estate equity funds

Total investmants
Loans and 'mortgages, at cost, net of -
allowance for loan iosses of $4,851
in 1291 and $6,191 in 1980
Receivables:
Contributions
Ratirement incentive program
Accrued interest and dividends
Total receivables
Cash and cash equivalents
Total asseis
Llablilly - accrued expenses

MNet assets available for benefits

hi::al 1990
$ 779,480 % 969,468
590,191 346,189
1,165,967 854,128
176,812 198,346
134468 154,163
2846918 2 522294
—_ 83085 96783
12,313 4,129
15,003 9,146
29 711 59 856
57027 43,131
29533 . 88794
3,022,543 2 751,002
5.002 4,447
$3,017,541 $2,746,555
] |

The accompanying notes are an integral part of the financial staiements.




Additions:
Investment incomea:

Net (depreciation) appredation in fair value of investments
interest

Dividends. .

Net realized gains on sales

Total investment income betore provision for
losses on loans and mortgages

Provision for fosses on loans and mortgages
Net investment income
Contributions:
State of Alagka and other amployers
Employees
. - Retirement incentive program:
State of Alaska and other empioyers
_ Employees
Total contributions
Total additions
Daductions:
Benefits paid:
Retiramant
Medical
Totel benelits paid

Refunds to terminated employees
Adminisiralive expenses

Total deductions
Net incraase

Net assets available tor benefiis:
Beginring of year

End of year

The accompanying notes are an integral part of the financial statements.

11

1991

$ (823)
120,804
49,422
22 823

200,726
— 1339
202,085

116,404

75,767

15,868
715

200,888
410,953

————— AL

899,831
23332

122,983

11,965
5016

135 967

270,998

— 2746355,

$2,017 541
E——

1990

$ 17,469
145,108
32,268
56 605

————————

251,451

— e

251,258

]

asj322
69344

8,096
376

166138

417,357

85,301

22,142

107,443

11,237
5,124

123,804

293,593

2452 962

$2,748,555




1.

Description of State of Alaska Public Em ployees’ Retirement System {(Plan):

The following brief description of the Plan is proviged for general information purposes only. Partimpants
should refer 1o the Plan agreement for more complete information.

General

The Pian is the administrator of an agent muitiple-employer public emptoyee retirement system
established and administerad by the State of Alaska (State) to provide pension benefits for eligible State
employees and employees of its local government. Benefit and contribution provisions are established
by State law and may be amended only by the State Legislature. The Plan is considered a part of the
State financial reporting entity and is included in the State's financial reports as a pension trust fund. At
June 30, 1981, the number of participating local government employers was:

Municipalities 74
School districts 51
Other 20
~ Total employers ' 145
I

Inclusion in the Pian is a condition of employment for eligible State employees except, as otherwise
provided, for judges and elected officers. Any local government in the State may elect to have its
permanent general, police and fire department empioyees covered by the Plan. AtJune 30, 1990, Plan
membership consisted of:

Retirees and beneficiaries
currently receiving benefits
and terminated employees

entitied i future benefits 0116
Current employees:;
General 26,667
Police and tire 2419

22.086

Total 33,196
]

Continued
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Description of State of Alaska Public Empioyees’ Retirement System (Plan), Continued:

General, Continued

Current employees:

Vested:
General 14,109
Police and fire 1,683

MNonvested:
General : 12,588 -
Palice and fire 736
Toial 29,086

I

Pension Beneflis

Employees hired prior to July 1, 1986 with five or more paid-up years of credited service are entitled to
monthly pension benefits beginning at normal retirement age, fifty-five, or early refirement at age fifty.
For employees hired after June 30, 19886, the normal and early retirement ages are sixty and fifty-five,
respectively. Employees with thirty or more years of credited service (twenty years for peace officers
and firemen) may ratire at any age and receive a normal benefit, -

The normal menthly pension benetit is based on years of service and average monthly compensation.
The average manthly compensation is based on the three highest, consecutive years salaries.

The benefit related to all years of service earned prior 1o July 1, 1986 and for years of service through
atotal of 10years forgeneral employees is equal to 2% of theempioyeé’s average monthly compensation
for each year of service. The benefit for over 10 years of service subsequent to June 30, 1986 is equal
to 2-1/4% of the employee’s average monthly compensation for the second ten years and 2-1/2% for all
remaining years of service. For police and fire employees, the benefit for years of setvice thraugh a total
of 10 years is equal to 2% of the employee’s average monthly compensation and 2-1/2% for all remaining
years of service. .

Minimum benefits for employees eligible for retirement are $25 per month for each year of credited
service. _ .

Continued
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Description of Staté of Alaska Public Employees’ Retlrement Sy?stem (Plan), Continued:

Pension Benefits, Continued

Married employees must receive their benefits in the farm of a joint"and survivor annuity unless their
spouses consent to another form of benefit or another person is eligibie for benefits under a qualified
domestic relations crder,

When pensicn bensfits begin, major medical benefits are provided without cost to {1) all employeas first
hired before July 1, 1986 and {2) employees who are disabled or age 85 or older, regardless of their initiat
hire dates. Employees first hired after June 30, 1986 may receive major medical benefits prior to age
85 by paying premiums,

Death and Disability Benefits

If an active employee dies from occupational or nenaccupational causes, the spouse may receive a
menthly pension from the Plan. When death is due to accupational causes and there is no surviving
spouse, the employee's dependent child(ren) may receive a monthiy pension until they are no longer

" dependents. The amount of the occupational death pension changes on the date the empioyee's normai
retirement would have ocourred if the employee had lived, The new benefit is based on the employee’s
avaerage monthly compensation at the time of histher death and the credited service that would hava
occurred if the employee had lived and continued to work until normal retiremant date.

Active emplcyees who become permanently disabled due to cceupational or nanoccupational causes
receive disability benefits unti! normal retirement age. Although there is no minimum service require-
ments for employeas to be eligible for cccupational disability, employees must be vested to réceive
nonoccupational disability benefits. The manthly disability benefit is equal to 40% of the employee’s

. salary at the ime of the disability. At normal retirement age the disabled employees begin receiving
normal retirement benefits.

Effect of Plan Termination
Should the Plan terminate atsome future time, its net assets generally will net be available on a prorata
basis to provide participants’ bensfits. Whether a particular parficipant’s accumulated Plan benefits will

be paid depends on the priority of those benefits at that time. Some benefits may be fully or partiaily
provided for by the then existing assets while other benefits may net be provided for at ail.

14




Summary of Significant Accounting Policles:

Basis of Accounting
The Plan's financial statemenis are prepared using the accrual basis of accounting.
Valuation of Investments

Investments, other than real estate equity funds and loans and mortgages, are carried at market value
to reflect their asset values as determined by the last quoted market price at June 30, 1891 and 1990,

Real estate equity funds are stated at estimated market value as determined by the independent
managemeniof the investmentaccounts. These invesiments do not have a readily available market and
generally represent lang-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased. The policy of the
Plan is to hoid these investments until maturity and, accordingly, the investments are stated atcost, less
an allowance for estimated loan losses. Loans and mortgages inciude approximately $12,384,000 and
$13,882,000 for 19971 and 1930, respectively, of other real estate owned. Other real estate owned
represents properties on which the Plan has foreciosed and is holding with the intent to resell.

Tha investment activity of all comimon stocks was consolidated Octobar 1, 1987 with the commaon stocks
of other State funds to forma domestic equity fund. The activity andthe June 30,1981 and 1980 balances
of this domestic equity fund are accounted for on a unit-accounting basis. Allincome and realized and
unrealized gains are allocated monihly to each participating fund on a pro-rata ownership basis. Al
income earned is included in dividend income. AtJune 30, 1991 and 1990, the Plan’s investmentin the
domestic equity fund is comprised of the {following (3G00):

1991 - 1990
Domestic equities $1,162.408 $793,529
Interest and dividends receivables 3,359 2,377
Cash and cash equivalents : 200 . 58,222
$1.165,967 $B854,128
= - B RS

Continuned
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Summary of Significant Accounting Policies, Continued: -

Valuation of nvestments, Continued

International equities at June 30, 1991 and 1990 are comprised of the following ($000).

221

Fareign equities $164,114
Cash and cash eqguivalents — 12698

$176,812 '
———

Cash and cash equivalents at June 30, 1981 and 1890 are comprised of the following:

1991
Repurchase agreement $26,300
Invesiment maturities in transit 1,825
Interest bearing deposits —1.408
$29,533
I

1950

$188,128
10,218

$198,346

1990

$18,733
64,000
—£.061

$88,794

State of Alaska treasury invastment policy requires that securities underlying repurchase agreements

must have a minimum market value of 102% of the cost of the repurchase agreement.

The Commissianer of Revenue has the statutory authority to invest the monies ofthe Plan

of deposit and banker's acceptances.

Continued

16

. This authority
is delegated to investment officers of the Treasury Division of the Department of Revenue. Alaska
Statute provides for the investment in United States Treasury or agency securities; corporate debt
‘securities; preferred and common stock; commercial paper; securities of foreign governmenis, agencies
and corporations; fareign time deposits; gold bullion; futures contracts for the purpose of hedging; real
estate investment trusts; deposits within Alaska savings and loans and mutual savings banks; deposits
with sate and national banks in Alaska; guaranteedioans; notes collateralized by mortgages; certificates




Summary of Significant Accounting Policies, Continued:

Investments, Continued;

To previde an indication of the ievel ot credit risk assumed by the Plan af June 30, 1981, the Plan’s
deposits and investments are categorized as follows:

Deposits

Category 1-  Insured or collateralized with securities held by the State or its custodian in the State’s
name.

Category 2 - Collateralized with securities held by the pledging financiatinstitution’s trust department
ar custodian in the State’s name.

- _Category 3-  Uncoliateralized.

Investments

'Catego'ry 1 - Insured or registered for which the securities are held by the State orits custodian in the

State’s name.

Category 2 - Uninsured and unregistered investments for which the securities are held by the broker's
or daaler's frust department or agent in the State’s name.

Category 3 - Uninsured and unregistered invesiments for which the securities are held by the broker's
or dezler's trust department or agent but not in the State's name.

—..Cateqory (3000} _ Market Value
#  # #3 {Carrying Value)

Deposits - cash $ 29,533 $ 29,533

Investments: S
United States Government securities 779,480 : 779,480
Corporate bonds, notes and debeniures 590,191 . - 590,191
Domestic equity fund 1,165,967 . 1,185,967
International equities 176,812 176,812
Real estate equity funds 134,468 _ 134,468
$2 876,451 $2,876,451
T |

Continued
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2.

Sum mary of Significant Accounting Policies, Continued:

Investments, Continued

During 1991 and 1994, the Plan's invesiments (including iInvestments bought sold, aswellas heid during
the year) appreciated {gepreciated) in value as foliows {$000):

United States Government securities

Corporate bonds, notes and debentures

Pomestic equity fund
International equity
Real estate equity funds

1291

$ 3,952
2,399

42 269
(23,094)
426,349}

§ (823
—

1980

$ (26,656)
(8,814)
45214

8,293
—(568)

$ 17,469

The cost, market and carrying values of the Plan’s investments at June 30, 1991 and 1990 are as follows

{$000):

United States Government securities

. Corporate bonds, notes and debentures
. Domestic equity fund

international. equities

Real estate equity funds

Loans and mortgages, net of allowance
far lpan losses of $4,851

1991

_ © Carrying
Cost Market Value
§ 712544 $ 779,480 $ 775,480
581,707 590,191 590,19t
1,028,345 1,165,967 1,165,967
185,214 176,812 176,812
146,681 134,468 134,468
89.065 93844  ___89.065
$2.743,656 $2,940,562 $2,835,983

B .

Continued
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Summary of Significant Accounting Policies, Continued:

Investments, Continued

1990

- Carrying
Cost Market Vatue

United States Government securities $ 906,484 $ 969,468 $ 969,468

Corporate bonds, notes and debentures 340,104 346,189 346,189

- Domestie equity fund 758,775 854,128 854,128

International equities 183,654 198,346 198,346

 Real estate eduity funds 140,027 154,163 . 154,163
Loans and mortgages, net of allowance

for loan losses of $6,191 96,783 100,355 — 96733

$2,425,827 $2,622,649 $2,619,077
| I ]
Contributions Receivable
Contributions from employees and employers for service through June 30 are accrued. These
contributions are considered fully collectible and, accordingly, no allowance for uncallectible receivables
is reflected in the financia! statements.
Accrued Interest and Dividends
Accrued interest and dividends represent amounts eamed but not yet received as of June 30. These
amounts are considered fully collectible and, accordingly, no allowance for uncoflectible receivables has

been reflected in the financial statements. Accrued interestort loans and mortgages is not recorded until
received. : -
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Funding Status and Progress:

The amount shown below as “pension benefit obligation”, which is the actuarial present vaiue of credited
projected benefits, is a standardized disciosure measure of the present value of pension benefits,

. adjusted for the effects of projected salary increases, estimated o be payable in the future as a result

of employee service to date. This measure is intended to help users assess the Plan's funding status
onagoing-concern basis, assess progress made in accurmnulating sufficiont assats 1o pay benefits when
due, and make comparisons among plans. The measura is independent of the actuarial funding methed
used to determing contributions to the Plan, discussed in Note 4 betow,

The pension benefit obligation is determined by William M. Mercer, Incorporated and is that amount that
resuits from applying actuarial assumptions to adjust the accumulated benefits to reflect the time value
of money (through discounts for interest) and the probability of payment {by means of decrements such
as for death, disabllity, withdrawal, or retirement) between the valuation date and the expacted date of
payment. The significantactuarial assumptions used inihe valuations as of June 30, 1990 are as follows:

‘a.  Actuarial cost method - projected unit credit, unfunded accrued benefit Irabihty amortized over

twenty-five years, funding surplus amortized over five years.
b. Mortality basis - 1984 Unisex Pension Mortality Table set back one and one-haff years.
c. Reti remént age - retirement rates based on actual experience.
d. interest rate - 8% per annum, compounded annually, net of invésfment expenses.
e.  Heaith cost inflation - 9% per annum.
f. Salary scale - increase of 6.5% for the first five years of employment and 5.5% per year thereafter.

g. Cost of living ailowance (domicile in Alaska) - 69% of those recelving benefits wilt be eligible to
receive the cost of fiving allowance.

Continned
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Funding Status and Progress, Continued:

h. Contribution refunds - 100% of those terminating after age thirty-five with five ar more years of
service will ieave their contributions and thereby retain their deferred vested benefit. All others
who terminate are assumed to have their contributions refunded.

i. Asset vaiuation - five-year average ratic between market and book values of the Plan’s assets,
except that fixed income investments are carried at book value. Valuation assets cannot be
outside of the range of book and actuarial values. '

Turnover and disability assumptions are based upon actual historical cccurrence rates of the Plan. The
ioregoing actuarial assumptions are based on the presumption that the Planwill continue. Were the Plan
to terminate, different actuarial assumptions and other factars might be applicable in determining the
actuarial present value of accumulated benefits.

At June 30, 1990, the unfunded pension benefit obligation was $7.0 miliion, as follows {§ in millions):

Net assets available for benefits as of June 30, 1990, at market,
as more fully described in Note 2 274

Pension bensfit obligation;
Retirees and beneficiaries currently receiving benefits and terminated

empioyees nat yet receiving benefils _ 1,285.1
Current employees: :

Accumutated smployee contributions including
allocated investment income _ 380.7
Employsr-financed vested 973.3
Employer-financed nenvestsed _..1145
Total pension benefit obligation as of June 30, 1990 27536
LUinfunded pension benefit obiigation as of June 30, 1990 3 7.0
————
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Contributions:

Empicyees’ Contributions

Priorto January 1, 1987, employees contributed 4.25% of their compensation, except for peace officers
and firemen, who contributed 5% of thelr compensation to the Plan,. Effective January 1, 1987,
contribution rates increased to 7.5% for peace officers and firemen and 6.75% for other employees, as

" required by statute. The employee contributions are deducted before federal income tax is withheld.
Contributions are coliected by employers and remitted to the Pian. Present empioyees’ accumulated
contributions at June 30, 1991 were $497,789,000. Employees’ contributions earn interest at the rate
of 4.5% per annum, compounded seml-annually

Employers’ Contributions

The Plan’s funding policy provides for periodic empioyer contributions at actuarially determined rates
that, expressed as percentages of annual covered payroll, are sufficient to accumulate sufficient assets
0 pay bensefits when due. Employer contribution rates are level percentages of payroli and are
determined using the projected unit credit actuarial funding method. The Plan alsc uses the level
percentage of payroli method to amortize the unfunded liability over a twenty-five year period. Funding
surplusas are amortized over five years.

Contrbutions made in accordancs W|th actuarially determined contnbutlon reqwrements determmed
through actuarial valuations congist of the foliowing ($000):

1001 1000
State and other;

Employers $116,404 % 88,322
Employee 75767 69,344
$192,171 $157,666
[ ]
Narmal cost $166,074 $156,483

Amportization of unfunded actuariai
accrued ligbility 26097 1183
$192,171 $157.666

Continued
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4.

Contributions, Continued:
Employers’ Contributions, Continued
Actuarial valuations for 1991 and 1990 were performed as of June 30, 1890 and 1988, respectively.

Significant actuarial assu.mptions used to compute contribution réquirements are the same as those
used to compute the standardized measure of the pensicn benefit obligation discussed in Note 3.

Retirement Incentive Program:

Legislation passedin May 1986 established a retirement incentive pregram (RIP) designed o encourage
eligible employees 1o voluntarily retire in order 10 reduce personal services costs. The program was
available to eligible State employees until June 30, 1987, University of Aiaska emplcyees from October
1, 1986 to September 30, 1987, and all other employees from January 1, 1987 to December 31, 1987.

Legislation was passed in June 1983 and amended effective April 1, 1990, establishing a second
retitement incentive program. The second program was available 1o state employees from Qctober 1,
1989 through March 31, 1980, University of Alaska employees from July 1, 1983 through December 31,
1989, and all other employees from October 1, 1989 through March 31, 1897,

The retirement incentive program receivables represent the reimbursement due fram employers
participating in the programs and is due in minimum equal annual instaiiments so that the entire bafance
is paid within three years after the end of the fiscal year in which employees retired. The amount of
reimbursement is the actuarial equivalent of the difference between the benefits the employee receives
after the addition of the retiremeritincentive under the program and the amount the employee would have
received without the incentive, less any amount the employee was indebted as a result of retiring under
the program. Empioyees were indebted to the Plan for the fellowing percentage of their annual
compensation for the calendar year in which the emplayee terminated employment to participate in the
program:

1986 1989
BIP RIP
Police and fire members 15% 22.5%
Other mambars 12.75% 20.25%

Coniinited
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5, Retirement Inceniive Program, Continued:

Any outstanding indebtedness at the time an employee was appointed to retirement resulted in an
actuarial adjustment of his/her benefit.

The effectof the 1986 retirementincentive program on the pension benefit abligation was fully accounted
for in the June 30, 1988 actuarial valuation. The effect of the 1989 program on the pension benefit
obligation has been and will be accourted for in the June 30, 1990 and 1991 actuarial valuations,
respectively, as the eligible employeses retire.

6. Ten-year Historical Trend Information:
‘Ten-year hlstormal trend information (where available) designed to provide information about the Plar's
progress made In accumulating sufficient assets to pay benefits when due is presented on the

accompanying suppismental schedules of analysis of funding progress and revenues by source and
expense by type.
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Year Ended Net Assets
June 30,

1985
1986
1987
1988
1888
1990

Available

$1,295,536
1,739,843
2,010,196
2,123,695
2,452,962
2,746,555

Pension
Benedfit
Obligation

$1,446,672
1,586,610
1,905,005
2,246,583
2,563,268
2,753,518

Percentage
Funded

89.6%
111.8
1085

945

95.7

997

Unfunded
{Assets In
Excess of)
Penslon
Benefit
Obligation

$151,136
(183,233)
(105,191)
122,888
110,306
6,963

Annual
Covered
Payroll

$830,572
890,092
891,302
908,363
912,834
952,070

Unfunded

{Assets in

Exceass of)
Pension
Benefit

Obligatton
as of
Percentage
of Covered

Payroll

18.2 %
{20.6)
{11.8)

13.5

121

7

Analysis of the dollar amounts of net assets available for benefits, pension benefit obligation, and ur:fu_nded
pension benefit obligation in isclation can be misleading. Expressing the net assets available for benefits as
a percentage of the pension benefit obligation provides one indication of the Plan’s funding status on a going-
concern basis. Analysis ofthis percentage over time indicates whether the plan is becoming financially stronge_r
or weaker. Generally, the greater this percentage, the stronger the plan. Trends in unfunded pension benefit
obligation and annual covered payroll are both affected by inflation. Expressing the unfunded pension be_ngzﬁt
obligation as a percentage of annual covered payroll approximately adjusts for the effects of inflation and aids
analysis of the Plan’s progress made in accumulating sufficient assets {o pay benefits when due. Generally,
the smaller this percentage, the stronger the plan.

See notes to financial statements.
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REVENUES BY SOURCES

Unirealized
: _ Appreciation
Year Ended Employee Employer Investment (Depteciation)

June 30, Contributions Contributions Income  In Market Value Total
1982 $ 28,918 $ 88,332 $ 51,757 $(16,725) $152,282
1983 32,595 99,727 88,002 53,099 271,423
1984 : 36,765 114,245 101,371 (74,541) 177,840
1985 30577 123,466 112,261 117,733 393,037
1986 42 626 127,727 182,140 159,873 512,366
1987 51,879 103,719 225,792 (27,799) 353,51
1988 66,732 108,767 154,468 (112,755} 217,212
1989 65,104 ' 78,932 194,653 108,088 446,777
1990 639,720 96,418 233,790 17,469 417,397

1991 76,486 132,402 202,888 (823) 410,853

EXPENSES BY TYPE

: _ Refunds io
Retirement Medical Terminated Administrative
Benefits Benetfits Employees Expenses Total
1982 - $240862 $3,375 $7,205 $1,611 $36,253
1983 28,401 4,541 7,683 2,342 42,967
1984 33,080 6,939 8,923 1,776 50.698
1985 . 39,487 9,350 9,653 3,813 62,203
1986 45,916 8,411 9,165 ' 3.567 68,058
1987 57,473 10,256 10.524 4,985 83,238
1988 73,964 11,376 11,408 6,964 103,713
1989 82,389 18,065 © 11,188 5,868 117,510
1990 85,301 22,142 11,237 5,124 123,804
1991 99,851 23,332 - 11,965 5,019 139,967

Contributions, including confributions for the retirement incentive program, were made in accordance with
actuarialiy determined contribution requirements.

See notes 1o financial siatements.
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All significant accounting policies, benefit provisions and actuarial assumptions are the same for the required
supplementary information and the financial statements except as foliows:

The Plan's actuarial funding method for the years ended June 30, 1279 through June 3¢, 1984 was
aftained age normal. Effective July 1, 1984, the Plan adopted the projected unit credit actuarial
funding method.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Actuarial funding surpluses are
amortized over five years rather than twenty-five years. The assumed rate of interest was increased
from 8% to 9% per year. The salary scale assumption was lowered to 6.5% per year for the first five
years of employment and 5.5% per year thereafter, down from 8% and 7%, respectively. Health care
costinfiation was increased to 9% rather than 8%. Turnover and disability assumptions were revised
based on actual experience in 1981 through 1985.
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. ACTUARIAL SECTION







Highlights

This report has been prepared by William M. Mercer, incorporated 1o:

(1} present the results of a valuation of the Alaska Public Employees’ Retivement
: System as of June 30, 1930; ' :

(2}  review experience under the plan for the year ended June 30, 1990,

(3) determing the appropriate contribution rates for the State and each political
subdivision in the system; ' - :

(4) provide reporting and disclosure information for financiai statements,
governmental agencies, and other interested parties. '

The report is divided into two sections. Section 1 contains the results of the valuation. it
includes the experience of the plan during the 1989-80 plan year, the currentannual costs,
and reporting and disclosure information. :

Section 2 describes the basis of the valuation. It summarizes the plan provisions, provides
information relating to the plan participants, and describes the funding methods and
actuarial assumptions used in determining liabilities and costs. :

The principle results are as follows:

1989 1990
Funding Status as of June 30:
{a) Valuation Assets” $ 2,348,423 $ 2,677,486
(by  Accrued Liabisity” 2,563,268 2,753,518
(¢} Funding Ratio, (@) / (b} 81.8% 97.2%
120.0%
o 110.0% |-
2 100.0% -
o 80.0% |- .::;;:‘
£ 80.0% b 2K
S 70.0% - ’:}:.:
L 80.0% |- AR
B0
50.0% .

inde

* In thousands.

William M Mercer, incorporated
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Employer Contribution Rates
For Fiscal Year:

{a) Consolidated Rate

(b)  Average Past Service Rate

{c} Average Total Contribution Rate

1992
12.00%
2.20%

14.20%

1923
12.83%
75%

13.58%

In preparing this vatuation, we have employed generally accepted actuarial metheds and
‘assumptions, in conjunction with employee data provided to us by the plan sponsor and
financial information provided by Coopers & Lybrand, to determine a sound value for the
plan liabilities. We believe that this value and the method suggested for funding it are in
fullcompliance with the Governmental Accounting Standards Board, the Internal Revenue

Code, and all applicable regulations.

Respsactfully submitted,

i Al

Brian R. McGee, FSA
Principal

BRM/PLG/IWJ/ls

April 11, 1991

William M. Mercer, Incorporated

Peter L. Godfrey, FIA, ASA
Consulling Actuary
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As shown in the Highlights section of this report, the funding ratio as of June 30, 1980 has increased
from 91.6%to 97.2%, a 5.6% increase. The average employer contribution rate has decreased from
14.20% of payroll to 13.58%, a reduction of 0.62%. The reasons for the change in the funded status
and contribution rate are explained below.

1.

Retiree Medical Insurance

During the year ended June 30, 1990, the System experienced an actuarial gainof $96,813,000

*due to the reduction in retiree medical premiums.

Because, inrecentyears, the adverse retiree medical premium experience was a major reason
for the rapidly increasing employer contribuition rate and the deteriorating funding ratio, it is
ceriainly welcome news {o be able to comment on & stabilization in retiree medical premiums.

The following table summarizes the monthly premium per beneflt recipient since retiree
medical benefits have been provided under PERS.

1077 $ 23475 — —
1978 57.64 - BB% —
1979 69.10 20% : 20%
1980 ' £4.70 - 6% 6%
1981 . 9634 49% 19%
1982 06.34 0% 14%
1983 115.81 20% 15%
1984 156.07 35% 18%
1985 101.85 24% 19%
1986 168.25 -12% 14%
1987 165.00 ' - 2% 12%
1088 140.25 -15% 9%
1989 21122 51% 13%
1990 252.83 20% 13%
1091 243.88 - 4% 12%
1992 243.98 - 11%

As you can see from the above table, the monthly retiree medical premium reduced to $243.98
during the year from $252.83, a decrease of 3.50%. The premium for the 1992 fiscal year
ramained unchanged.

As noted in last year's valuation report, the State has seen a dramatic shift to post-65 rates
which have increased considerably faster than pre-65 rates. However, both rates reduced by
3.50% in FY91 and have remained unchanged for FYS2, resulting in the first actuarial gain from
medical benefits for the Systern since the June 30, 1987 valuation of the System.
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The effect on the past service coniribution rate of this reduction in retiree medical premiums
was a recuction of 0.95% of payroll. The effect on the consalidated rate was a reduction of
0.47%, resulting in a reduction in the average total employer centribution rate due o medical
benefits of 1.42% of payroll.

2. Investment Performance

The System onhce again experienced actuarial gains arising from the investment performance
ofthe Trust assets. Although the return as measured by market values was iower this year than
last year, the effect of the five-year smoothing was to increase the return as measured by
valuation assets from last year. The approximate rate of return based on market values was
9.94% and the rate based on valuation assets was 11.87%. The resuiting actuarial gain was
- $68,112,000 which had the effect of reducing the average emplayer cantribution rate by 0.67%.

3. Salary Increases

Salary increases during the year were less than anticipated in the valuation assumptions.
Salary experience resulted in an actuarial gain. of $6,991,000 which generated a reduction in
the average employer contribution rate of 0.07% of payroll.

4. Employee Data

Section 2.2 provides statistics on active and inactive participants. The number of active

participants increased 3.7%, from 28,044 at June 30, 1989 to 29,086 at June 30, 1980. The
" average age of active participants increased from 40.17 to 40.37 and average credited service

increased from 6.66 to 6.82 years. '

The number of retirees and beneficiaries increased 5.7%, from 6,967 to 7,365, and their
average age increased from 63.28 {0 63.62. There was an 18.6% increase in the number of
vested terminated participants from 2,314 10 2,745. Their average age reduced slightly from
42.97 t0 42.96.

The overall effect of these participant data changes was an actuarial loss of $7,216,000,
resulting in an increase in the past service contribution rate ot 0.07% of payroll. These
demographic changes also had the effect of increasing the consolidated rate by 0.61%,
resulting in an increase in the average total employer contribution rate of 0.68% of payrolh.

Retirement Incentive Program

The second Retirement Incentive Program has been available to University of Alaska participants

since July 1, 1989 and 1o other participants since October 1, 1988, The number of new retirees

increased from 370 at June 30, 1989 {0 495 at June 30, 1990. Although the full effect of the R.1LP.

may not be seen until next year's valuation, the R.1.P. was responsible in part for the increase in the
number of new retirees.
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As with the first R.1.P., the cost is being borne by employers based on the actuarial vaiue ot the extra
benefits, calculated individually for each employee electing 1o retire under the program. This costis
being paid over a three-year period. if the assumptions underlying the caiculated cost of the R.L.P.
are met, the total cost to the System will be equal 1o the employers’ payments.

Summary

The following table summarizes the sources of change in the average employer contribution rate:

{1} Lastyear's average employer contribution rate 14.20%
(2) Decrease in past service rate due to retiree medical insurance  {0.95%)
(3} Decrease in consolidated rate due to retiree medical insurance {0.479%)
(4} Decrease due to investment performance {0.67%)
(6} Decrease due to salary increases {0.07%)}
(6) Increase in past service rate due to demographic experience 0.07%
{7} Increase in consolidated rate due to demographic experience 0.61%
{8) Impact of all other factors _ 0.86%
{9) Average employer contribution rate this year 13.58%

in summary, the System enjoyed a good year with substantial actuarial gains arising from favorable
investment performance and the reduction in medical premiums. These two factors were largely
responsibie for the increase in the System's funded status to 87.2% of accrued iiabilities.
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(1)

(2)

(3)

(4}

5

Effective Date

January 1, 1961, with amendments through June 30, 1990. Chapter 82, 1986 Session Laws
of Alaska, created a two-tier retirement system. New members whe are first hired under the
PERS after June 30, 1986 are entitled to different benefits than those members who were hired
before July 1, 1986.

Administration of Pian

The Commissioner of Administration is responsible for administration of the system; the Public
Employees’ Retirement Board prescribes policies and adopts regulations to carry out provi-

“sions of the system; and the Commissioner of Revenue invests the funds. The Attorney

General represents the system in legal proceedings.
Employers Included

State of Alaska, political subdivisions, and public organizations who have elected to join the
system.

Employees Included -

Membership in the Alaska PERS is compulsory for af full-time and part-time empioyees of the
State and participating political subdivisions, including elected efficials who have chosen to
participate.

University of Alaska employees who elect to participate in the University's optional retirement
plan and employees who are participating in other retirement plans that are funded by the State
are notcovered by the PERS. However, certain members of the Alaska Teachers’ Retirement
System (TRS) are eligible for PERS retirement benefits for their elected public official service
with municipalities. Additionally, empioyees who work half-time in the PERS anid the TRS
simultaneously are eligible for half-iime PERS and TRS credit.

PERS members who receive PERS occupational disability benefits are also covered under the
PERS and earn service credit while they are on disability.

Credited Service
Members receive credit for each day of PERS-covered employment.

Permanent part-time employees who work at least 15 hours per week, butless than 30 hours,
receive service credit on a proportionate basis.

PERS members may claim PERS credit for the following service:
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{6)

ul

® part-time State of Alaska service rendered after December 31, 1960, and before January
1,1978.

e  service with the State, former Territory of Alaska, or U.S. Government in Alaska before
January 1, 1961,

™ past peace officer, correctional officer, fire fighter, and special officer service afier
January 1, 1961;

'y military service (not more than five years may be claimed);
. temporary service after December 31, 1960;

. elected official service before January 1, 1981;

" e  Alaska Bureau of Indian Afiairs service:

'Y half-time service that was rendered 0 PERS employers by employees who were also
working in half-time positions covered by the Teachers’ Retirement System; and

¢ leave without pay servi'c_e after June 13, 1987, while the members were receiving
Workers’ Compensation.

Except for service before January 1, 1961, with the State, former Territory of Alaska, or U.S.
Government in Alaska, contributions are required for all past service.

Past service rendered by employees of participating political subdivisions that occurred before
the employers joined the PERS may be creditable if the employers agree to the pay required

" gontributions.

Computation of Average Monthly Compensation
A member’'s average monthly cornpensation is determined by averaging the highest salaries
that the member received for any three consecutive payroll years. A member must have a
minimum of 115 days of credited service in the last year worked to include it as one of the three
highest. -
Empicyer Confributions
Separate contribution rates are established for each employer equal to the sum of:
{a) Consalidated Rate
A uniform rate for all participating employers sufficient to amortize alt future service
liabilities {less value of employee contributions) over the future working lifelimes of the
covered group. '
(b) -Past Service Rate
A rate determined separately for each employer sufficient to amortize such employer's

unfunded past service liability with Jevel payments over 25 years. Any funding surplus
is amortized over five years.
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{8)

(9)

Employee Contributions

Mandatory Employee Contributions: 7.5% of compensation for police and fire members;
6.75% of compensation for all other members. Employee contributions are deducted from the
gross salary before federal income tax is withheid.

Note: Prior fo January 1, 1987, rales were 5% for police and fire and 4.25% for all other
members. Empioyee contributions were deducted from the gross salary after federal income
tax was withheld.

Interest Credited: 4.5% compounded semiannually en June 30 and December 31.
Refund of Coniributions:

o Ifanonvested member terminates PERS employment and has less than $1,000 in his or
her contribution account, the balance of the account {(mandatory and voluntary contribu-
tions, indebtedness payments and interest earned) will be refunded to the member
unless the member elects in writing not o receive a refund. '

™ Vested members and members who have more than $1,000 in their accounts may
withdraw their contributions by requesting refunds.

Note: The contribution accounts of terminated members may be attached 1o satisfy
claims made under Alaska Statute 09.38.065, federal income tax Iev:es and vatid
Qualified Domestic Relations Qrders.

Reinstatement of Contributions: If mandatory contributions are refunded or withdrawn, the
member must return to PERS employment in order to reinstate the refunded service, Upon
reemployment, an indebtedness may be established for the amount of the refund, Contribu-
tions that are attached to satisfy claims under Alaska Statute 09.38.065 or a federal tax levy may
be reinstated at any time; the member is not required to return o PERS employment. The
indebtedness will accrue interest until it is paid in full or the member retires, whichever ocours
first.

Refund at Death: If no sutrvivor's pension is payable upon the member's death, the member’'s
contribution account balance, inciuding mandatory and voluntary contributions, indebtedness
payments, and interest earned, will be paid to the designated beneficiary. When the member
has more than one year of PERS credit, the bensficiary will also receive an additional $1,000
plus $100 for each year of PERS credit.

Normal Retirement Benefit
Eligibility:

(@) Upon attaining age 60 (age 55 for members who participated before July 1, 1986) and
meeting one of the following service requirerments):

{(y Five years of paid-up PERS setvice; or

{iiy 60 days ofpaid-up PERS service if the member was an employee ofthe legisiature
during each of five legislative sessions and was first hired under the PERS before
May 30, 1987; or .
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(i} 80days of paid-up PERS service if the member was an employee of the legislature
during each of five legislative sessions and was first htred under the PERS after
May 28, 1987; or :

{(iv) two years of paid-up PERS service if the member is vested in the Teachers’
Retirement System; or

(b) At any age after meeting ane of the following service requirements:

(it 20 years of paid-up PERS service as a peace officer ar fire fighter, or
{il 30 years of paid-up PERS service for “alt other” members.

Type:
Life only, level income, or optional joint and survivor benefit (actuarially rednced),
Amount:

Others

2% of average monthly compensation for the first ten years of service, 2.25% for the
next ten years, and 2. 5% for all remammg years. Service before July 1, 1986 is
- credited at 2%.
Police & Fire

2% of average monthly compensation for the first ten years of service plus 2.5% for
years of sarvice in excess of ten,

Minimum Benefit
$25.00 per month for each year of credited service.
(10) - Early Retirermnent Benefit
Eligibility:

Upon attaining age 55 (age 50 for members who participated before July 1, 1986) and
meeting one of the following service requirements:

(i) Five years of paid-up PERS service; or
. (i) 60daysof paid-up PERS service if the member was an employee of the legislature

during each of five legislative sessions and was first hired under the PERS before
May 30, 1987; or

(i) 80 days of paid-up PERS service if the member was an smployee of the legislature
during each of five legislative sessions and was first hired under the PERS after
May 29, 1987; or

(iv} two years of paid-up PERS sarvice if the member is vested in the Teachers’
Retiremeni System.
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(1)

(12)

(13)

Type:
Life only, level income, or aptional joint and survivar benefit {actuarially reduced).
Amount:

Actuarial equivalent of normal retirement benefit (see 9 above} based on setvice and
compensation to early refirement date.

Deferred Benefit
Eligibility: |
Refer to (9) Normal Retirement Benefit and (10} Early Refirement Benefit, above.
- Withdrawal of employee contributions voids rights to benefits.
Type:
Life only, level income, or joint and survivor benelfit {actuarially reduced).
Amount:
Refer to {8} Normal Retirement Benefit and (10} Early Retirement Benefit, above.
Indebtedness Qwing At Retirement

ifon the date of appointmentto retirement, amember has not paid the fuli indebtedness amount
including interest to the retirement fund, the member’s retirement benefit wiil be reduced for
life by an amount equal to the actuarial equivalent of the outstanding indebtedness atthe time
of retirement.

Re-employment of a Retired Member
Ifa retired member is reemployedin a position covered under the system, the retiremenibenefit
will be suspended during the period of reemployment. During such period of reemployment

relirement contributions are mandatory.

A member who returns to PERS employment after retiring under. the Retirement Incentive
Program (RIP) will:

(a) forfeit the three years of incentive credits that were granted; and
{b) be indebted to the system in an amount equal to 110% of the benefits that were paid

because of the member's participation in the RIP; including health insurance costs. The
indebiedness is reduced by the amount that the member paid to participate.




{14) Disabillty Benefit

Cccupationat Disability:
Eligibility:
No age or service requirements.
Type:
| - Monthly benefit payable until death, recovery, or normat retirement.

Amount:

40% of gross monthly compensation {66-2/3% for police/tire members who
participated before July 1, 1976, offset by any workers compensation) at date of
disahility. When the disabled member becomes eligible for normal retirement, the
cccupational disability banefit will terminate and the member will be appointed to
normal retirement. The normal retirement benefit will be computed as it the
mermber had been employed and had eamed PERS credit during the period of
occupational disability.

Non-Qccoupationai Disability:
Eligibitity:
Five or more years of credited service.
Type:;
Monthly benefit payabie until death, recovery, or normal retirement.
Amount:
Refer to {9) Normal Retirement Benefits on page 21. When the disabled member
becomes eligible for normal retirement, the nenoccupational disability benefit wilt
terminate. The period of time on nonoccupational disability is not inciuded in the
normal retirement benefit calculation.
(15) Death Benefit Befoie Retirement
Occupational Death:
No age or service requirements.
Benefit:
40% {66-2/3% for policeffire members whao participated before July 1, 1978} of
gross monthly compensation at date of death or disability, if earlier, may be paid
10 the spouse or if there is no spouse, to the member’'s dependentchildren. Onthe
member's normal retirement date, the benefit converts 1o a normal retirement
bengfitbased onthe member's salary onthe date of disability or death and credited

service, including the period from the date of disability or death to the normal
retirement date. '
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{16}

(17)

(18)

(19)

Non-Qccupational Death:

With less than one year of credited service, the member’s.contribution account balance,
including mandatory and voluntary contributions, indebtedness payments, and interest
earned, wili be paid to the designated beneficiary. With more than.one, butless thanfive
years of credited service, the beneficiary WI|| also receive $1,000 plus $100 foreach year
of PERS service.

When the membar is vested, the surviving spouse may elect to receive the benefits
described above or a 50% joint and survivor option based on the member’s average
monthly compensation and credited service at the time of death.

Death Benefits After Retirement

If a member had received retirement benefits prior to his or her death, the designated
beneficiary will receive the membaer's contribution accountbalance, minus any benefits already

" paid. However, if the member glested one of the joint and survivor options {50%, 66-2/3% or
75%) at retirement, an eligible spouse would recewe a continuing monthiy benefit for the rest

of his or her life.
Post-Retirement Pension Adjustment

A post-retirement pension adjustment will be issued to an eligible benefit recipient each year
if the consumer price index (CPl) increases during the prior calendar year. The adjustment to
the benefit, excluding the cost-of-living allowance, will be:

{a) 75% of the CPl increasa {nhot to exceed 9%} for recipients who are at least age 65 oron
PERS disability; or

{b) 50% of the CPl increase (not 10 exceed 6%) for recipients who are at least age 60 but
under 65, and for recipients who have been receiving benefits for at least five years who
are under age 60.

(Ad hac PRPA’s of up 1o 4% may be issued to retirees who were first hired before July 1, 1986
if the CPI has increased and the financial condition of the fund will permut an mcremse)

Cost-of-Living Aliowance

Starting at age 65, a retired member who remains in Alaska is eligible for a cost-of-living
allowance (COLA} equal 1o 10% of the base retirement benefit or $50 per month, whichever is
greater. Members who were first hired before July 1, 1986 or who are raceiving disability
benefits are eligible for COLA, regardiess of age.

Voluntary Contributions

An empioyee can voluntarily contribute up to 5% of his or her salary. Voluntary contributions
are recorded in a separate account and are payabie to the:

© (&}  member in a lump sum after termination of employment; or

(bY member's beneficiary if the member dies; of

{¢) member when the member retires in a lump sum, life annuity, or payments over a

designated period of time.
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Active Members

(1)
(2)
(3)
{4)

Number

Average Age

Average Credited Service
Average Annual Salary

Retirees and Beneficiaries

(1)
(2)
(3)

Number
Average Age
Average Monthly Benefit:

Base
C.OLA.
P.RPA.
TOTAL

Vested Terminations

(1)
(2}
(3)

Number
Average Age
Average Monthly Benefit

1986

27,643
38.21
5.96
$32,200

4,657
64.05

-3 674

55
110
839

1,766
45.50
§ 419

1987

26,762
39.53
8.32

$ 33,305

5,651
60.39

$ 753
62

110

925

1,921
45.33
$ 425

Non-Vested Terminations With Account Balances

)
2)

Number
Average Account Balance

8,155

3,965

$ 544 $ 1,114

41

1988

26,676
39.67
6.45

$ 34,062

6,702
62.82

$ 79
64

90.

945

1,898
42.77
$ 504

3,101
$ 2,100

1989

28,044
40.17
6.66

6,967
83.28

$ 795
64

o8

957

2314
42.97
$ 519

3,365
$ 1,891

1980

29,086
40.37
6.82

$ 32,733

7,365
63.62

$ 797
61
110
968

2,745
42.96
$ 536

3,695
$ 2,045




Active Police & Fire

{1} Number

(2} Average Age

{3) Average Credited Service
{4) Average Annual Salary

{5) Number Vested

& N
(6) Percent Who Are Vested
Active “Other” Members

(1) Numbexr

(2) Average Age

(3) Average Credited Service
(4} Average Annual Salary
(5) Number Vested

{8) Percent Who Are Vested

1986

- 2371
37.54
7.88

$ 42,825
1,359
57.3%

25,272
39.37
B.78

$ 31,203
10,964
43.4%

2

1987 1988 1989

2319 2327 o414

37.86 38.:35 39.31

8.05 8.16 8.60

$ 43,484 $ 43,947 $ 43,082
1,433 1,505 1,598
81.8%  64.7%  662%

24,443 24,349 25830

- 39.69 39.80 40.25
6.16 8.2 6.48

$ 32,339 § 33,106 $ 31,558
C 11,664 12,191 13,345
47.7% 50.1% 52.1%

1990

2418
39.70
9.05

$ 43,462
1,683
69.6%

26,667
40.43
6.62

$ 31,760
14,109
52.9%




Service Hetirement

(1)
(2)
{3)
{4)
{3)
{6)

Number, Jung 3¢, 1989
Net Change During FYS0
Number, June 30, 1990
Average Age At Retirement

Average Age Now

Average Monthly Benefit

Surviving Spouse'’s Benefits

(1)
(2)

(3)

(4)
{5}
(6)

Mumber, June 30, 1989
Net Change During FY90
Number, June 30, 1980
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Survivor's Beneflis

(1)
(2)

(3)
{4)
(5)
(6)

“Number, June 30, 1989

Net Change During FY20
Number, June 30, 1990
Average Age At Retirement
Average Age Now

Average Monthly Bensfit

Disabilities

{1)
(2)
(3)
(4)

(5)

(6)

Numker, Jung 30, 1989
Net Change During FY30
Number, June 30, 1990
Average Age At Retirement
Average Age Now

Average Monthly Benefit

Total Number of Retirees

Police & Fire

439
35

474

50.90
57.04
$ 2,053.41

18

i

19

4719
58.22

$ 881.58

14

0

14

27.93
40.62
$1,721.51

41
{1)

40

- 38.54

. 43.79
$1,911.37

547

“Other”.

5,906
305
6,211
58.09
64.90

$ 904.55

395

38

433
52.64

6135

$ 545.34

23

0

23

- 44.21
56.34
$1,105.26

131

20

151

43.24
47.46
$1,075.03

6,818




Valuation of Liabilities

A

f\ctl.-lla"rial Method - Projected Unit Credit. Liabilities and contributions shown in the report are
computed using the Projected Unit Cradit method of funding. The unfunded accrued liability
is armortized over 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant's bensfits urider the plan as they
accrue. Thus, each participant’s total pension projected to retirement with salary scale is
hroken down into units, each associated with & year of past or future service. The principie
underlying the method is that each unitis funded in the year for which it is credited. Typically,
when the method is infroduced there will be an initial liability for benefits credited for service
prior 1o that date, and to the extent that this liability is not covered by Assets of the Plan there
is an Unfunded Liability to be funded over a chosen periad in accordance with an amortization
schedule.

An Accrued Liability is calculated at the vatuation date as the present vaiue of benefits
credited with respect to service to that daié.

The Uniunded Liability at the vaiuation date is the excess of the Accrued Liability over the
Assets of the Plan. The level annual payment to be made over a stipulated number of years
to amortize the Unfunded Liability is the Past Service Cost.

~ The Normal Costis the present value of those benefits which are expected to be credited with

respect to service during the year beginning on the valuation daie.

Under this mathod, differerices between the actual eéxperierice and that assumed in the
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject o amortization.

Actuarial Assiimptions -

Interest 9% per year, cormpounded annually, net of expenses.

Salary Scale 6.5% per year for the first five years of employment and 5.5%
per year thereafter.

Health Cost Inflation 9% per year.

Mortality 1984 Unisex Pension Mortality Table set back 1-1/2 years.
Deaths are assumed o be occupational 85% df the time for
Palice/Fire, 35% for “Others”.

Turnover Based upon the 1981-85 actual total turnover experience.

{See Table 1}.
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6. Disability Incidence rates in accordance with Tabie 2. Posi-disability
: mortality in accordance with rates published by the Pension
Benefii Guaranty Corporation to reflect mortality of those
receiving disabitity benefits under Sociat Security. Disabili-
~ ties are assumed to be occupational 85% of the time for
- Police/Fire, 35% for “Others”.

7.  Retirement Age Retirement rates based on actual experience in accordance

with Table 3. :
8. Spouse's Age : Wives are assumed to be four years younger than husbands.
9. Dependent Children Benefits to dependent children have been valued assuming

members who are not single have one dependent child.

10.  Contribution Refunds 100% of those terminating after age 35 with five or more
' : years of service will isave their contributions in the fund and

thereby retain their deferred vested benefit. All others who

terminate are assumed to have their contributions refunded.

11. C.OLA. Of those benefit recipients who are eligibie for the C.O.L.A.,
89% are assumed to remain in Alaska and receive the
C.G.LA.

12. Expenses Expenses are covered in the interest assumption.

Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System’s assets.
The actuarial value of assets equals the market value, except that fixed income investments are
carried at book value. Assets are accounted for on an accrued basis and are taken direcily from
audited financial statements provided by Coopers & Lybrand. Valuation assets cannotbecutside the
range of book and actuarial values.

- Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 cost
and lower post-65 cost (due to Medicare) were assumed such that the total rate for ali retirees equals
the present premium rate. These medical premiums are then increased with the health inflation
assumption. The actuarial cost method used for funding retirement benefits is also used to fund
health benefits.

For FY91 and FYQ2, the pre-65 monthly premium is $318.24 and the post-65 premium is $121.50,

based onaiotal blended premium 0f$243.98. These rates and the pre-65/post-65 splitwere provided
by Deloitte & Touche,
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Select Rates of Turnover
Puring the First 10 Years
of Empioyment

Police and Fire:

Year of
Employment

-

Dthers:

Year of
Employment

—r

-------- Age at Hire «evmem--
20-29 30-39 40+

39 28 22
18 A9 16
12 14 A3
1 .13 J2
07 09 A1
06 09 08
05 09 08
05 06 .08
04 04 04
04 03 03

---—-- Age at Hire -~

20-2¢  30-39 40+

34 26 20
26 21 A5
21 A7 a3
a8 .14 10
18 13 09
15 13 09
A2 A0 08
2 09 09
A2 .08 08
09 07 06

Uitimaie Rates of Turnover
After the First 10 Years

of Employment
Age Rate
20-29 03
30-45 .02
46+ .01
Age - Rate
20-45 0865
46+ 05




Police & Fire

Rate

.88
.89
.80

2.20
2.39
2.59
2.79
3.00

3.25
3.58
3.98
444
5.00

574
6.68
7.83
9.00
10.54

12.18
1413
16.31
18,63

“Other” Member
Rate

28
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Age

61
62
63

64 & Up

Police & Fire
Rate

17
11
A1
A2
42
30
21
21
12
12
21
21
25
33

1.00

“Qther” Member
Rate

06
04
04
04
05
17
15
12
13
16
26
25
43
83

1.00

For ages less than 50, employees are assuimed to refire two years after the earliest age they are

gligible to retire.










State of Alaska
Depanment of Bevenue
P.O. Box 110400, Juneau, Alaska 23811

(907) 4685-2300

QUTSIDE MANAGERS

Domestic Equities

{Fred) Alger Management
New York, New York
IDS Equity Advisors
Minneapolis, Minnesota
invesco Capital Management, inc.
. Aflanta, Georgia
Lehiman Ark Management
New York, New York
Miller, Anderson & Sherrerd
West Cohshohocken, Pennsyivania
State Street Bank & Trust Co.
N. Quincy, Massachusetis
United Capital Management
Denver, Colorado

Equity Rea! Estate Managers/Advisors

Astna Capital Management
.. Hartford, Connecticut
Equitabls Real Estate Investment
Management, inc.
Irvine, California
John Haneock Proparties, Inc.
Bosten, Massachusetis
- JMB Instilutional Realty Corporation
: Chicago, Hincis
~ Karsten Realty Advisors
Los Angeles, Calitornia '
J.P. Morgan Investment Management, Inc.
New York, New York
Sentinel Rea! &state Corporation
Believue, Washingion

internationa! Equities

Gitibank Investment Management
- London
J.P. Morgan investmeni
Landon.

INVESTMENT OPERATIONS ADVISORY
COMMITTEE

John W, English,Chairman

Ford Foundation, Vice Pres. & Chief Inv. Off
Mark 7. Finn,

Defia Financial, ine., Presidernt

(A third position is currently unfilled)
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CONSULTANTS

Petformance Measurement
SEl Funds Evaluation Services
San Francisco, California

Real Estate Consuitants
Institutiona! Property Consultanis, Inc.
Ablama, Georgia
Sar: Diego, California

Domestic Equity Evaluation

SEI Funds Evaluation Services
San Francisco, California

Internationat Equity Evaluaiion
The WM Company
Edinburgh, Scotland
INDEPENDENT AUDITORS

KPMG Peat Marwick
Anchorage, Alaska

GLOBAL MASTER CUSTODIAN

State Strest Bank & Trust Co.
N. Quincy, Massachusetts

TS
STAFF

Commissionsr
Darrel J. Rexwinkel, Acting

Deputy Commissionsr
- Darrel J. Rexwinksl

Chiet Investrrant Officer
Steven R. Stain

investment Officer _
Michasl 8. Cheung, Fixed Income
Martin L. Lentz, Real Estate

Cash Management -
Vernon B. Voss

Comptroiler




© WALTER J. HICKEL, GOVERNOR

T RTR P.0. BOX § '
DEPARTMENT OF REVENUE JUNEAU, ALASKA 99811-0400
PHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER TELEFAX: (907) 465-2589

December 11, 1991

To the Beneficiaries and Participating Employers
Public Employees’ Retirement Systems.

The State of Alaska, by itself and on behalf of pardicipating employers, promises 8ach employee
participating in the Public Employees Retirement System (PERS) a pension benefit based on years
of service to its citizens. The employees deserve a well funded system fo insure that money will be
available to pay their benefits whan due.

Funding goals and employer contribution rates are determined by the PERS retirement board (Board).
Employee rajes are fixed by statute. The smplayer rate set by the Board with advice from a consulting

. actuary is the rate needed to achieve funding goals. The average employer rate is now 14.2% which

- is more than twice the employee rate. The combined rates result in substantial coniributions to the
Public Employees Retirement System Trust Fund (Fund). Even so, aver the past few years
investment earnings have been significantly more than contributions. Without these earnings, the
employer rate would be substantially higher. The result would be less money for benefits or other
important public needs.

My job and that of Treasury Division is to make sure that moneys in the Fund are properly invested
“to maximize earnings consistent with preservation of principal. As fiduciaries we must manage the
Fund in the best tinancial interest of the beneficiaries (employees and retirees). Successful
investment performance helps provide a well funded plan to ensure bensfit payments to refirees.
Successiul performance also reduces the burden on the citizens of the State.

The investments of the Fund continue to increase as a result of positive returns. For the five years
ended June 30, 1991, the Fund earned an averags of 9.0%. This means the Fund achievedthe 9.0%
rate of return adopted by the PERS board for actuarial funding purposes. This is impartant as it
maintains a high funding ratio. A high funding ratio ensures the Funds ability to make benefit payments
when dus.

Accordmgto asurvey by the National Conference of State Leglstatures publishedin 1990, the average
funding ratio for state retirement systems with assets between $1 billion and $5 billion was 72.5%. The
Alaska PERS far exceeded this average with a funding ratio of 97.2% at June 30, 1990. My goal is
to manage the Funds invesiments so that investment earnings make a positive contribution toward
achieving a 100% funded status. '

To help insure the highest jevel of future investment sarnings consistent with appropriate risk levels,
important fund management enhancements are being implemented. A brief description of each
follows.

®  Anlnvestment Operations Advisory Commities was established in tate 1990. This commitiea
is very impartant to me and the beneficiaries. The members have been asked to be very critical
in their review and frank in their observations. The committee is comprised of three national
experts in large pension trust fund investments. They assemble on a quarterly basis to review
Treasury's pension trust fundinvestment operations. Based on this review they offer advice and
make recommendations to me and my staff.
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To the Beneficiaries and Participating Employérs Page 2
Alaska Teachers’ Retirement System

. ®  Aglobal custodian has been retained to maintain custady of all assets. This new relationship
is very imporiant to the orderly conduct of our investment operations. It will greaﬂy assist with
performance measurement and other invesiment analytics.

@  Asecurities lending program was implemented in August 1991. This program has minimal rigk
and should return in excess of $1 million in additional earnings 1o the trust funds.

@  Treasury Division staff has been directed to meet with Permanent Fund Corporation staff and
 participate in their meetings where appropriate to exchange information. The Permanent Fund
Corperation and the State of Alaska, Treasury Division, manage two of the larger public funds

inthe United States. We have every reason 1o work togeiher in a spirit of fnend!y compemlon

®  Aseven-member investment council was being established by regulatlon This council was to
review and approve investment policies, strategy, and management operations. The council
wotld have received advice from Treasury staff, the Investment Operations Advisory Commit-
tee, and other professional investment advisors and consultants. The council wouid act in a
manner similar to an investment board. Adoption of investment council regulations was
postponed to accommodate a legislative alternative. The alternative is to create, by statute, an
gight member fiduciary investment board. The investment Board will manage investments of
the pension trust fund for the best financial interest of the beneficiaries on a shared fiduciary
basis. Beneficiaries will have equal representation on the board Department of Reavenue,
Treasury Division, will be staff io the board.

®  Aproposal pracess is being finalized to select a firm to provide investment advisory services.
The primary purpose is to select a firm to assist with design.of investment policies and
objectives and to perform asset allocation modeling. Estimates have placed the proportion of
invesiment performance attributable to asset allocation as high as 90%. Staie siatutes
recognize that this is a very importani pension fund investment function. By staiute, the
commissioner of revenue, in managing retirement system trust funds, must consider the status
ofthe funds investments and the systems liabifities on both a current and probable future basis.

My responsibility and goal to manage the Fund in the best interest of the beneficiaries. Programs in
place and enhancements described above wili help accomplish this goal. Tha result wilt be twofold.
First, beneficiaries will have a well funded plan and can be secure in their retirement pension benefits.
Second, benefits will be provided atthe least possibie cost to thecitizens. Finally, investment earnings
will be maximized consistent with preservation of principle in @ controiled risk environiment. - '

. Smcerely,
Darrel J. Rexwinkel
Acting Commissioner
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Creation and Purpose

The Public Employees’ Retirement System Trust Fund {Fund) is established by Alaska Statute
39.35.020(6). The Fund holds the assets of the Public Employees’ Retirement System (PERS). These
assets are comprised of investiments of various kinds, predominantly stocks, bonds, and real estate.
The Fund was créated to pay retirement benefits 1o employees participating in the retirement plan

administered under PERS. The refirement plan is a defined-benefit pension plan in which benefit ievels
for each employee are determined by length of employment and highest average salary. The plan is
a joint-contributory plan in which both-the employee and the employer make continuing contributions,
calculated as a percentage of current salary. Employee contribution percentages are fixed by statute.
Employer contributions are determined annually by the PERS board based on evaluations of the Fund
by a consulting actuary. The plan is considered to be perpetual because it applies to future as well as
current employeeas and because the employers {state and municipal governmants or political subdivi-
sions) are. perpetuat in nature.

Participating employers are bound by the Alaska Constitution to pay the plan’s benefits. Although
benefits could be paid on a pay-as-you-go basis, the existence of a fund serves two purposes. For the
employar, itdistributes contributions over an employees’ years of service. For the employee, |tprowdes
a form of insurance that employers wilt meet their obhgatlons

Fiscal_1991 Annual Financial Results

Market Environment

The twelve maonth period ending June 30, 1991 was a heclic one economically, pelitically and in the
investment markets. The dominant issues were the invasion of Kuwait, subsequent war and recessions
in several major countries.

Atthe end of fiscal 1991 (June 30, 1991), the U.S. economy began ta show signs of & gradual recovery
as it responded to easier monetary policy previously undertaken by the Federal Reserve Bank.
Reviving activity was reflected in agrowing array of economic reports. However, this recovery promises
to be different from previous economic cycles. Significantly, nventory rebu:ldmg and bank credit
suppart have been less evident. The timing, magnitude, and nature of this econormic recovery are ali
criticat variables in the outiock for infiation.
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It was a good vear for fixed-income investments such as bonds where prices rose with declining
interest rates. The Salomon Brothers Broad Index produced a return of 10.8%. Bond market
participants spent the first haif of FY 91 assessing the arrival of the recovery, and then turned thelr
attention to gauging its strength. The yield curve also steepened during the year. Atyear end, the yield
spread between two year treasury and thirty year treasury bonds had increased by half to 150 basis
points. Long rates increased due to supply and inflation concerns while short rates benefitted from Fed

easing and the unlikely prospect of Fed tightening.

Domestic equities closed out the yearona negative nota with most indices off betﬁveen 4% and 6%
during June. That consatidation was not unusual in the context of stocks which gained more than 25%
between November 1980 and March 1991. For the fiscal year, the Standard & Poor's 500 Index posted

a total return of 7.4%. Real

Public Emplayeas Trust Fund

FY 91 vs Five Year Avg
Doliar-Weighted Rates of Return

estate equity returns (MCREIF
index) were -1.2%, and inter-
national equity market returns

were also negative, with the

EAFE index at -11.5%.

Total Fund Beturns

The Fund earned $202.9 mil-

lion in realized net income in
fiscal 1991, Realized net in-

for performance Measurements.

Dollar-waigited represents economic returns to the Fund and should not be used

10 £.3%, 2 . )
"2 | come is cash actually received
. e ey : : . =
Pomests Fargign Dretot Feal Estate Mortgage Tostal by the 'Fund’ Sd(?h as dlvld_ends
Equiies Equiliss Saguriies Equilivs Loans Fund pauj on stocks, interest pa|d on
bonds, fees and other income
B riscar 1001 Five Year Average earned on equily real estate,

and realized capiial gains. For
the year, realized capital gains

Total return measures realized
netincome plus the netchange
inunrealized gains and losses.
On atotal returnbasis, the Fund
earned $203.1 million in fiscal
1931 as compared to $248.1
miilion in fiscal 1990. This
amount includes both the real-
ized income of $202.2 million
and a $.2million netincreasein
uniealized gains. Although the
net change in unrealized gains
from July 1, 1890 to June 30,
1991 was modest, monthly
changes during that period
were often quite dramatic and
indicated a high degree of
volatility.

were $22.3 mitlion.

Public Employees Trusf Fund
FY 91 Time-Weighted Rates of Return

C11ap 12

307

Dabt Feal Estale Morgage

Domestic Foreign =
Eguities Equities Seccurities Fquities Leans
B Realized  EEE Index

Indices: S&P 500, FAFE, Lehman Gov/Comp, NCREIF Lehman GNMA

Source - 3E! Lorparation
Partarmances Measurement Congutants
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The total dollar-wsighted rate of return for the Furid for fiscal 1991 was 7.2%. Of the Fund’s major
security types, real estate morigages contributed the highest economic rate of return, followed by fixed
income securities, and then the domestic equities. Internationat equities and real estate equities had
negativé economic rates of return. The five year annual average ending June 30, 1291 was .0% which
squals the actuarial assumption.

A dollar-weighted return represents an economic return to the Fund and should not be used for
performance measurement as it is not time weighted. Dollar-weighted returns reflect the benefits of
detriments of cash flows in a fund. They show the net economic gain or loss. Time-weighted rates are
calculated for short periods of time and then linked together. These returns are not influenced by the
timing of cash flows to the manager. Since the manager does not decide the timing of cash flows into
the Fund, time-weighted rates are useful for manager evaluation. Market indices are caloulated on a
time-weighted basis.
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Marketable Debt Securities

The Fund is comprised of 46% marketable debt securities which are managed in-house. The Fund’s
marketable debt securities portfolio began the year heavily weighted to U.S. govermment bonds.
These were the best performing sectors of the debt market in the first six months of the year. Dunng

the year funds were

moved from governments
to corporates, benefitting
the portfolioc since
corporates outperformed
governments in the last
half of the year ending
June 30. During fiscal
1991, the Fund was a net
buyer of $47.3 million-of
marketable debt securi-
ties.

The portiolio holds bonds
with a very high quality
rating. Nearly half of the
Fund consists of U.S.
Treasury bonds, notes,
and high-grade corporate

June 30

1991
1880

Public Empioyees Trust Fund
Asset Allocation

Milions of Deollars

Cash &

Gov't Corp't’ Dom'e Intl bty RE

Debt Dbt Equity Equity Loans Equity Equiv
779.5 500.2 1166 176.8 83.6 134.5 26.1
9695 3482 85441 198.3 1004 154.2 828

1891

debt securities. These

fixed-income investments earn mterestwhich represents the bulk of the cash required sach year for

payments to beneficiaries.

Corp't
Dabt 20%

Dom o

June 30, 1991

Public Employees Trust Fund
Asset Allocation

June 3G, 1990

Gov't
Debt 26%

Chow
. Debt 36%

2 Cash &

Equivt 1% Cazh &

- Eauivt 3%
RE -

Equity &%

_ RE .
Equily 9%

it}
Loans 3%,
g
- Loans 4%
Eouity 6% - Dom'z = I
Ecuity 7%
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Interest earned on marketable debt securities in fiscal 1991 totaled $121.2 million. Marketable debt
ended the year with $3.2 million in realized gains. This portfolio earned a total return in fiscal 1991
of 9.8%.

At the end of the fiscal year, the weighted average life of the markstable fixed income securities was
11 years, 1 month, compared with 11 years, 5 months, a year earlier. The maturities of the Fund'’s
marketable debt portfolio is longer than many corporate or state portfolios. During a year when
interest rates decline, long maturities have a positive effect on returns. '

Domestic Equities

The first six months were spent anticipating a recession in the domestic equily market, while the
second half was spent anticipating a recovery. There were significant changes in the types of stocks
that did well during the year.

The Fund made additional investments in a domestie equity pool in fiscal 1891, adding a net $215.9
million to the equity holdings. Management of the domestic equity peol is distributed among six active
managers and one index manager. Under their management the market value of the Fund’s stock
holdings increased by $95.9 million to total $1,166.0 million at year-end. Domestic equity holdings
represent 39% of the Fund. On a dollar-weighted basis, the Fund's domestic equity holdings
produced a return of 8.2% for fiscal 1991, '

Internationat Equities

International equities comprise 6% of the Fund. There were no contributions made by the Fund tothe
international equity portfolia for fiscal 1 991. The international equity portfolio is managed by two active
managers. The market value of international equities decreased by $21.5 million, to toial $176.8
millien atyear-end. On a dolfar-weighted basis the international equity partfolio had a return of -8.1%.

The strength of the U.S. dollar after the Middle Eastwar was a significant factor reducing returns from
investments outside the U.S. Additionally, the impact of the war and recession in several countries
reduced equity returns. For the year, invesiments cited in Japan and Germany had substantial
negative returns.

Real Estate Equities

The real estate equity portiolio is a diversified property portfolio of commingled funds. The market
value of real estate equities decreasad by $19.7 million to total $134.5 million at fiscal year-end. The
real estate investments comprise 5% of the Fund, returning -12.2% on a doliar-weighted basis.
These institutional-grade funds are managed by seven professional real estate investmentfirms. The

retirement trust funds invested in these portiotios principally in 1980 and 1984. No new investments
have iaken place singe 1987.
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Alaska Retirement Trust Funds
Real Estate Equities
June 30, 1991

Property Type Regionai Diversification

Ind'l Mid-W 11%
Cent Plains 3%
Energy Sits 14%

Retail 34%

Pacif. SW 18%

Office 28%
Pacif. NW 14%
¢/ Industrial % Mew England 3%
4 R&D 3% Mid-Atlantic 18%
Hotel/Motel 2%
Land 0% ateliviore

South 20%

Residential 27%

The real estate industry is in one of the most difficuit periods in decades. In general, reai estate
markets are suffering from over-building in virfually all market sectors. The good news is that new
construction across the country is virtually at a standstill. There is little question that time will be
required to absorb excess capacity.

In these difficult and challenging times, focusing on fundamental strengths of reat estate invasting is

important. Attributes that brought pension funds 1o this asset class in the first place are as valid as

ever. Institutional-grade real estate performs competitively with other asset classes, is low in

volatility, and responds well to & variety of economic climates. As the economy improves and excess
~capacity is absorbed, this asset also should improve in overall periormance.

The real estate equity portiolio is positioned to realize future returns quicker than the average
portfolio. This is because the Fund is heavily weighted in retail and multifamily and under-weighted
in office. Office buildings have been depressed and this sector is where the Fund suffered substantial
lesses in 1991,

Today's economy offers limited real estate investment opportunities. The Fund may participate in
these opportunites on a selective basis. Prior to 1988, the Fund was limited to commingted funds
where the manager has sole control over investments. The Fund may now invest in real estate on
a direct basis.

Real Estate Morigages

The Fund continued its investment policy of not making direct residential and commercial real estate
 loans for fiscal 1991 due to the low liquidity, high risk and administrative expense of this type of

- investment. The market value of reat estate ioans totaled $93.6 million at year-end representing 3%
of the total Fund. This portion of the Fund's portfolio returned 11.8% on a dollar-weighted basis for
the year ending June 30, 1€91.
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The assets of the Fuhd came inio being and have growh because employers and employees have
paid more into the Fund in the form of cantributions than has been paid out in bensfits. Investment
returns have significantly increased the Fund's asseis. Contributions currently exceed benefits by
dasign, in order to make benefit payments that can reasonably be expected in the future. These
projections of future benefit payments and investment earnings are mainfactors used by the actuary
in determinihg employer contribution rates. Othet imporiant factors are the amount of assets inthe
Fund and expected cost of living increases. With the programs outlined in the Commissioner's
message, future investment returns should exceed expectations.

Public Employees Trust Fund
Annua! Market Value Growth

_ Billions
38 7

325 —

275

25 |

FY 88 FY 83 FY 80 FYy 9

Baginning Market Value MR Net Contributions

investment ncome
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State of Alaska
Department of Revenus
Divisioh of Treasury:

We have audited the accompanying balance sheets of the Public Employees’
Retirement Trust Fund {Fund) as of June 30, 1991 and 1990, and the related statements of
investment income and changes in fund balance restricted for beneficiaries, and cash flows
for the years then ended. Thess financial statements are the responsibility of the Fund’s
management. Qur responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statemenis are free of material misstatement. An
auditincludes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonabie basis for our
opinion.

As described in note 1, the financial statements of the Public Employees’
Retirement Trust Fund represent only the investment portfolio of the State of Alaska Public
Employees’ Retirement System.

In our opinion, the financial statements referred to above present fairly, in ali
material respects, the financial position of the Public Employees’ Retirement Trust Fund as
‘of June 30, 1991 and 1990, and the resuls of its investment operations and changes in fund
balance, ang its cash flows for the years then ended in conformity with generally accepted
acocurding pringiples.

Saptember 6, 19

KPMG  Peat Marwick )
Certified Public Accountants /(p/?’ & @L M

601 West Fifth Avenue
Suite 700
Anchaorage, AK 95501-2258

Member Firm of
Klynveld Peat Marwick Goerdeler
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AsSets

Investments, at market:
Marketabie securities:
U.S. government debt
Corporate bonds
Domsestic equity pool
International equities

Total marketable securities

Mertgage loans
Allowance for loan losses

Net morigage loans

Real estate equities
Total investments

Receivables:
interest and dividends
Due from general investment fund

Total receivahles

Cash and cash equivalents
Total asssts
Fund Balance

Fund balance restricted
for beneficiaries

See accompanying notes to financial statements

1991

$779,480
590,191

1,165.967
176,812

2,712,450
98,495

(4,851)

93.644
134,468

' 2,940,562

29,942
780

30,722

_ 28,148

$2,999,432

$2,999,432

- June 30 -
(000's omitted)

1990

$969,468
346,189
854,128

198,346

2,368,131
106,546

(6,191)
_ 100,359

154,163

2,622,649

29,937
5,793

35,730
82,817

$2.741 196
T

$2,741,196
I——




Invesiment Income:
income:
interest:
Marketable securities
Mortgage loans

Total interest

Dividends: :
Domaestic eguity pool
International equities
Real estate equities

Total dividends
Total income

- Reduction of allowance for loan iosses
Net income |

Net realized and unrealized gains on investments:
Realized:
~ Marketable debt securities
Domestic equity pool
International equilies

Net reafized gains

Change in unrealized market appreciation
Nei realized and unrealized gains
Total investment income

Beginning fund balance restricted for beneficiaries
Net contributions

Ending fund balance restricted for beneficiaries

1991

$121,241
8,601

129,842

35,778
6.032
7,611

49,421
179,263

1,348

180,603

3,162
17,850

1,311

22,323

118

22,501
203,104
2,741,196

55,132

$2,299,432
——

Year Ended
-June 30 -

{000's omitted)

See accomp'an ving notes to financial statements

61

1990

$127,287
8,057

137,044

27 686
4,583
.. 8038

40,305
177,349

o 192
177,541

1,023
42,57C
13.012

56,605
13,8939
70,544
248,085

2,453,716
_ 39395

§2i?41 i196




Year Ended
- June 30 -
1991 {000's omitted) 1985

Investment operations: ‘

Total investment income $203,104 $248,085

Adjustments:
Nét realized gains (22,323) (56,605)
Change in unrealized market dppreciation (178 (13,939)
Amartization | | 2,547 2,418
Increase in interest and dividends receivable (5) (1,216)
Reduction of allowance for loan losses {1,340) {191)

Net cash provided by

investment operations 181,805 178,452

Investing activities: _

- Purchase of markétable securities (871,032) {802,088)
Sales and maturities of marketablé securitias 823,735 752,023
Aguisition of mortgage loans and _ _

. real estate equities - (15,895} {15,822)
Net increasé in book value of domestic equify oot (251,720} {160,345)
Mortgage loan principal paymerits and

proceeds from real estate equities - 18,283 17,280
Net cash used in o '
invasting activities  (296,619) _{148,742)

Financing activities - _
net contributions from Benefit system 80 145 : 33,975

Net i_ncrease {decrease) in cash . s
and cash equivalenits {54,669) 63,685

Cash and cash equivalents at o
beginning of year 82,817 ' 19,132

Cash and cash equivalents at o -
- end of year _$28,148 . $82817

See accompanying notas to financial statéments
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(1) - Accounting Entity

The Public Employees’ Retirernent System Trust Fund {Fund) represents the investment partfolic of the
State of Alaska Public Employees’ Retirement System (PERS). PERS is a multiple-ernployer agent
defined benefit, joint contributory system established for the payment of retirement, disability and death
benefits toor on behalf of qualified employees of the state or a political subdivision within the state. These
financial statements are those of the Fund and not PERS taken as a whole. The Commissioner of
Revenue is the fiduciary and has the statutory authority fo invest the monsys of the Fund. This authority
is delegated 1o specific investment officers of the Treasury Division.

Alaska Statutes 14.25.180, 39.35.080, and 37.10.071 provide that invesiments shall be made with the
judgment and care under circumstances then prevailing that an institutional investor of ordinary
professional prudence, discretion and intelligence exercises in managing large trust portfolios. The
Treasury Division has contracted the management of certain investment securities 1o selected external
managers. Specifically, the domestic equity pool, international equities and real estate equities are
managed by external management companies.

(2) Summary of Significant Accounting Policies
investment Presentation

~ The marketvalue of marketable securities is determined at the end of each month by the cusiodial
agents. The agents’ determination of market values involves, among other things, using przcmg
services or prices quoted by independent brokers. The market value of the merigage loans is
determined by adjusting purchased yields to the current secondary mortgage market condilions
established by the MGIC investment Corporation.

A mortgage loan loss provision has been provided to allow for potential problem ioans. The
mortgage loan loss provision has been determined by analyzing various characteristics (i.e.,
aging} of the portfolio.

The market values of real estate equities are valued by the various companies managing those
funds.

Security ransactions and any resuliing gains or losses are accounted for on a trade date
{ownership) basis. In determining gains and losses, the cost of securities sold is detarmined on
a specific identification basis.

imerest income, including amortization of premium and discount, is accrued manthly. Dividend
income on domestic equity securitics is accrued on ex-dividend date.

Dividend income on international equities is recognized upon netification from the custodian.
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- Net Contributions

Net contributions represent contributions from employers and employees, net of benefits paid
io PERS participants. Net contributions are recorded on a cash basis according 1o when
coniributions are received, and benefits are paid by the State of Alaska, Department of
Administration, Division of Retirement and Benefits.

Adiministrative and Other Expenses

All expenses, including investment management costs, are charged to approprlattons of Fund
assets and are therefore not deducted fram investment mcome of the Fund.

Statement of Cash Flows

Far purposes of the statement of cash flows, Treasury Division considers all highty fiquid debt

“instruments with original maturities of thrée months or less to be cash equivalenis. The cash
flow statement is presented to reflect the activity resuliing in a change in cash and cash

equivalents. Total investment income is adjusted for realized gains or losses because gross
proceeds are shown under sales ahd matufities of marketable securities.

. Domestic Equity Pool

TheFund, along with several other State of Alaska funds, has an investmentin a domestic equity pool.
The majontyof the domestic equity peol is comprised of common stock with available cash balances
invested in short-term issues. All accrued income and realized gains are allecated monthly fo each
participating fund on a pro rata ownership basis. Income which is received by the domestic equity pool
is distributed monthly in cash to each participating fund, first to accrued income allocated to any
withdrawal by a participating fund, and second, in proportion to gach fund's ownership of remaining
accrued income.

At June 30, 1991 and 1990, the Fund's investment in the domestic equily pool is comprised of:

1991 1990

Domestic equities, at market $1,162,408 $793,529
Interest and dividends receivable 3359 2377
Cash and cash equivalents 200 58,222
Total $1,165,967 $854,128.
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(4) Cash and Cash Equivalents

Cash and cash equivalents are comprised of the following at June 30, 1991 and 1990:

1991 1980

Interest-bearing deposits : ¥ 23 $§ 84
Cash from investment maturities in transit - 1,825 64,000
Repurchase agreement ' 26,300 18,733
Total cash and cash equivalents $28,148 $82,817

(5) International Equities

International equities are comprised of the following at June 30, 1991 and 1990:

1991 1990

International equities, at market $164,114 $188,128

Cash and cash equivalents : 12,698 10,218

Total international equities $176,812 &1 98,346
T CUR————

inciuded in international equities are forward exchange contracts to buy and sell international currency.
Such contracts have no significant effect on the book or market values of the total international equities.

(6} ~Real Estate Morigages

Real estate morigages are comprised of the following at June 30, 1991 and 1990 (book values presented):

1991 1200

Real estate loans current or less than ninety days pastdue  $70,178 $69,034
‘Real estate loans ninety days past due 12,384 12,958
Real estate acquired by foreciosure awaiting liquidation 11,360 13,982
Total $93,922 $102,974
| - ]

Aliowance for real estate loan losses $ 4,851 $6,191
| I

The balance in the allowance for loan losses is in management’s opinion adequate to absorb known and
expected losses in the mortgage loan portfolio.
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(7) Safekeeping Risk

The Fund's deposits and investments are categorized below pursuant to Governimental Accounting

Standards Board (GASB) Statement Number 3 and GASB Technical Bulletin Na. 87-1 fo give an

indication of the ievel of safekeeping risk assumed by thie Fund at statement date.

Deposits: 1. Insured or collateralized with securities held by the State or by its custodian
i the State’s name.

2. Collateralized with securities held by the pledging financiat institution’s trust
department or custodian in the State’s name.

3. Uncollateralized.

Investrnents: 1. Insured or registered for which the securities are held by the State or its
custodian in the State’'s hame.

2. Uninsuredand unregistered investments for which the securities are held by
the broker’s or dealer’s trust department or agent in the State's name.

3. Uninsured and unregisteredinvestments for which the securities are held by
the broker's or dealer’s trust department or agéent not in the State's name.

At Juhe 30, 1991, all of the Fund's deposits and investmerits were considered to be Category 1 with
respect to safekeeping risk.
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Emplayer

Adak Region Schools
Akutan, City of
Alaska, State of

Policemen, Firemen, |1BU

All Other Employees, MM&P
Alaska Gateway School District
Alaska Housing Finance Corporation
Aiaska Municipal League
Alaska State Housing Authority
Alaska, University of
Alaska Geophysical Institute, University of
Aleutian Region School District
Aleutians East Borough
Aleutians East Borough School District
Aleutians West Coastal Resource Service Area
Anchorage, Municipality of
Anchorage Parking Authority
Anchorage School District
Annette Island School District
Atka, City of

Barrow, City of

Bartlett Memorial Hospital

Bering Straits Coastal Resource Service Area
Bering Straits School District

Bethel, City of

Bristol Bay Borough

Bristol Bay Borough School District

Bristol Bay Coastal Resource Service Area
Bristel Bay Housing Authority

Chatham Schoal District

Chugach Regional School District

Copper River Basin Regional Housing Authority
Copper Biver School District

Cordova, City of

Gordeva Community Hospital

Cordova Public Schools

Craig, City of

Craig City Sehool District

Delta/Greely School District
- Dillingham, Gity of
Diltingham City Schogol District

&7

Percentage

13.90
8.89

14.51
13.36
10.37
3.20
0.00
12.89
6.50
6.50
0.00
0.00
- 3.6
10.37
$10.84
8.05
- 12.73
11.77
10.37

5.52
11.22
10.37
10.84

0.00
12.30
14.51

7.20
11.88

11.19
2.65
13.99
5.32
13.63
6.93
16.01
13.98
- 17.26

10.37
- 438 -
17.58




Employer (continued)
Elim, City of

Fairbanks, City of

Fairbanks Municipal Utilities System
Fairbanks North Star Borough

Fairbanks North Star Borough School District
Fort Yukon, City of

Galena, City of
Galena City School District
- Grayling, City of

Haines Berough

Haines Borough School District
Haines, City of

Homer, City of

Hoonah, City of

Hoonah City School District
Hooper Bay, City of

Huslia, City of

Hydaburg School District

iditarod Area School District

Juneau Borough School District
Juneau, City and Borough of

Kaltag, City of

Kashunamuit School District

Kenai, Gity of

Kenai Peninsula Borough

Kenai Peninsula Borough School Dtstnct
Ketchikan, City of

Ketchikan Gateway Borough

Ketchikan Gateway Borough School District
King Cove, City of

Kivalina, City of

Klawock, City of

Klawock City Schoot District

Kodiak, City of

Kodiak Istand Borough

Kodiak Isiand Borough School District
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Percentage
10.37

15.30
15.30
2.55
2.55
-0.00

6.70
0.00
10.37

10.67
10.37
0.00
13.27
7.94
17.83
10.84
10.37
10.68

10.21

11.40
9.90

10.37
11,31

3.70
11.74
14.85
16.99
10.49
16.80

5.74
10.37
21.94
10.37
12.29

7.55

5,24




Employer (continued)

Kotzebue, City of
Koyuk, City of
Kuspuk School District

Lake and Peninsula Borough

Lake and Peninsula School District
Lower Kalskag, City of

Lower Kuskokwit School District
Lower Yukon School District -

Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mekoryuk, City of

Mountain Village, City of

Nenana, Gity of

Nenana Public Schools

Nome, City of

Nome Joint Utility System

Nome Public Schools

Noorvik, City of

North Pagific Fishery Management Council
North Pole, City of

North Slope Borough

North Slope Borough School District
Northwest Arctic Borough

Northwest Arctic Borough School District

Qld Harbor, City of

Palmer, City of

Pelican, City of

Pelican School District
Petersburg, City of
Petershurg General Hospital
Petersburg Public Schools
Pribilof School District

Railbelt Schoot District
Ruby, City of
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Percentage

0.00
10.37

6.05

10.37
5.95
10.37
8.80
11.16

10.53
10.53
10.37

10.37 -

0.00
10.60
7.95
0.00

10.45 .

10.37
0.0C
6.76
2.12
9.23

9.55 -

0.00
10.37

14.38
13.94
16.33
13.62
13.62
13.62

9.84

2.26
10.37




Employer {continued)

Saint George, City of

Saint Mary's, City of

Saint Mary’s School District

Saint Paul, City of

Sand Pqint, City of

Saxman, City of

Selawik, City. of

Seward, City of

Seward General Hospital
Shishmaref, City of

Sitka, City and Borough of

- Sitka Community Hospital

Sitka School District

Skagway, City of _

Skagway City School District
Soldotna, City of

Southeast Island School District
South East Regional Resource Center
Seouthwest Region Schools
Special Education Service Agency

Tanana, City of
Tanana City Schoot District
Thorne Bay, City of

Unalakleet, City of
Unalaska, City of
Unataska City School District

Valdez,; City of
Valdez City Schools

Wainwright, City of
Wasilla, Gity of
Whittier, City of
Wrangell, City of
Wrangell City Schools

Yakutat, City of
Yukon Flats School District
Yukon-Koyukuk School District

70

Percentage

37.29
12.45
22.73
9.15
6.96
14.43
0.00
8.10
14.34
10.37
14.33
3.73
1.94
.90
23.66
16.16
7.40
0.00
4.96
10.90

3.56
12.52
8.32

10.37
0.00
4.07

7.70
1111

15.29

9.32
10.71
12.02
13.06

18.11
0.00
0.00




10-YEAR COMPARISON OF VALUATION ASSETS VS. ACCRUED LIABILITIES
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Benefit Type

Base

Cost of Living Allowance
~ Mon-Qccupational Death
Occupational Death
Disability

Post Retitement Pension

Adjustment
Voluntary Annuity
Lump Sum

Regular  Peace Officer Fireman  * Elected Off

Retirees Retirees Retirees Retirees
% 66278202 $ 8102603 % 1804163 § 139,755
5,518,349 668,017 168,262 18,256
2,245,159 84,234 76,663 11,015
229,455 160,654 19,728 -Q-
1,958,274 - 656,315 222,218 -0-
9,622,222 912,778 223,556 20,701
2,985 -0- -0- -0-
374 841 35,799 4,009 . 1,936
80,510 2.018 1,136 . -Q0-

Recalculation Adjustments

Occupation Subtotal
Medical

Total All Benefits

$ 86,310,007 $ 10629418 $ 2,519,735 § 191,663

. Total By

Type

$ 76,324,723
6,372,884
2,417,071

409,837
2,836,807

10,779,257
2,995
416,585
90,664

$ 99,650,823
$ 23,332,790

$122,983,613

* Active and Retired Elected Public Officers as of October 13, 1978, were mandatorily transferred to the Elected
Public Officers Retirement System (EPORS), which was established by legislation on January 1, 1976. Under
current legislation, ail other elected officials may participate in the PERS or the TRS, or do not pariicipate at

their option.

A//' ALL RETIREES AS OF JUNE 30, 1990 BY OCCUPATION

All Others

2.6

A caw  Police and Fire
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Millions

Millions

10-YEAR BREAKDOWN OF REVENUE BY SOURCES
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TEACHERS' RETIREMENT BOARD

Charles M. Arteaga, Chair
Term Expires: 1/31/43

Stephanle Winsor
Term Explres: 6/30/63

Not showr:

Cliff Koivisto,
Term Expires: 1/31/94
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Dorothy Wells, Vice Chair
Term Expires: 6/30:/93

Roxy A. McDonagh
Tarm Expires: 1/31/92
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Rapart of Indspandent Accountants

Division of Retirement and Benefits and
Members of the Alaska Teachers’
Retirement Board

State of Alaska

Teachers’ Retilrement Systen

Juneau, Alaska

We have audited the accompanying statements of net assets
available for benefits of the State of Alaska Teachers’

‘Retirement System as of June 30, 1991 and 1950, and the related

statements ©of changes in net assets available for benafits for
the years then ended. These financial statements are ‘the
responsibility of the management of the State of Alaska,
Department of Administration, Division of Retirement and

Benefits. Our responsibility is to express an opinion on these
financial statements based on ocur audits.

We conducted our audits in accordance with generally accepted
anditing standards. Those standards reguire that we plan and
perform the audit to obtain reascnable assurance about whether
the financial statenents are free of material misstatements. An
audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as avaluating
the overall financial statement presentation. We belleve that
our audits provide a reasonable basis for ocur opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the net assets
availahle for henefits as of June 30, 19291 and 1990, and changes
in net assets available for benefits for the years then ended, in
conformity with generally accepted accounting principles.

The supplemental schedules of funding pregress and revenues by
source and expenses hy type are not a regquired part of the basic
financial statements of the State of Alaska Tesachers’ Retirement
System but are required by the Governmental Accounting Standards
Board. We have applied certain limited procedures whick
consisted principally of inguiries of management regarding the
methods pf neasurement and presentation of the supplementary

information. Howevar, we did pot audit this information and
express no opinion on it.

Covpors § Loranll

Anchorage, Alaska
September 14, 1991




Assets:

Investments, at fair value:
United States Government securities
Corporate bonds, nofes and debentures
Domestic equity fund
international equities
Real astate squity funds

Total investrents

Loans and mortgages, at cost, net of allowance for loan

losses of $4,574 in 1991 and $5,170 in 1990
Receivables: .
~ Contributions
. Retirement incentive program
Accrued interest and dividends
Total receivables
Cash and cash equivalents
Total assets

‘LiablHty - accrued expenses

Net assets available for benefits

The accomparnving notes are an integral part of the financial statements.
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9o 199G
$ 420,898  $ 564959
372,433 234,265
715,287 539,685
109,947 123,406
80,828 91.676
1,699,393 1504081
74,471 82134
10,075 10,065
9,283 1,753
17.203 17,032
16005 44 415
1,827,330 1,709,480
2 667 3.134
$1,824.663  $1,706,346
-]




Addltions: -
Investment income:
Net {depreciaticn) appreciation in fair value ¢f investments
Interest '
Dividends
Net realized gains on sales

Total investment income before provision for
losses on loans and morgages

Reduction of allowanee for losses on ioans and morigages

Net investment income
Contributions:

Employars

Employees

Retirement incentive program:
Emplayer
Employses
Total contributions
Totat additions

Deductions:
Benefits paid:

Retiremart

Medical
Total benafits paid

Rafunds to terminated employees
Administrative expenses

Total deductions
Nat increase

Net assets available for benefits:
Beginning of ysar

End of year

The accompanying notes are an integral part of the fingncial stalements.
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1991 1990
$ (4,675) $ 12,129
79,202 90,196
30,226 20,449
17,499 35,720
122,252 158,494
597 247
122,849 158,741
48,056 - 49,501
38,687 33,783
11,926 4,169
_ 1372 1441
98,041 88,894
220 247,635
84,443 71,134
10,6854 8713
95,097 80,847
2510 2,896
_ 390686 3.423
_102.573 87.168
118,317 160,489

1,706,346 545
$1,824,663 $1,706,346
] |




Description of State of Alaska Teachers’ Retirement System (Plan):

The following brief description of the Plan is provided for general information purposes only. Partlmpants
should rafer 1o the Plan agreement for mare complete information.

General

The Pian is the administrator of a cost-gharing multiple-employer public employes retirement system
established and administered by the State of Alaska (State) to provide pension beneiits for teachers and
other efigible participants. Benefit and contributicn provisions are established by State law and may be
amended only by the State Legislature. The Plan is considered a part of the State financial reporting
eniiy andisincluded in the State's financial reports as apension trustfund. AtJune30, 1991, the number
of participating local government employers was:

Schooi districts 54
Other _8
Total employers B2

_Inclusion in the Plan is a condition of employment for permanent school district, University of Alaska and
State Department of Education employees who meet the eligibility requirements for participation in the
Plan. AtJune 30, 1880, Plan membership consisted of:

Retirees and beneficiaries currently receiving
benefits and terminated employees entitled

to future benefits 4,000
Current emplioyees:
Vested 3,696
Nonvested _4.890
12,586
|
{ontinued
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Description of State of Alaska Teachers’ Retirement System (Plan), Continued:

Pension Benefits

Vested employees hired prior to July 1, 1990 are entitied to pension benefits beginning at normal
retirement age fifty-five, or early retirement at age fitty. For employees hired after June 30, 1990, the
norma! and early retirement ages are sixty and fifty-five, respectively. Employees may also retire atany
age and receive a normal benefit when they accumulate the required credited service.

The normal annual pension benefit is based on years of service and the average base satary. The
average base salary is determined by the employee's three highest years salaries.

The benefit related to all years of service earned prior to July 1, 1980 and for years of service through
a total of 20 years is equal 1o 2% of the employee’s average base salary. The benefit for over twenty
years of service subsequent to June 30, 1990 is equal to 2-1/2% of the employee’s base salary.

Minimum benefits for employees eligible for retirement are $25 per month for each year of credited
service, ' ' : ' :

Married members must receive their benefits in the form of a joint and survivor annuity unless their
spouses consent to ancther form of benefit or another person is eligible for the benefit undet a qualified
domeastic relations order.

When benefits begin, major medical benefits are provided without cost to {1) all employees first hired
before July 1, 1290, and (2) employees who are disabled-or age 65 or older, regardiess of their initial hire
dates. Employees first hired after June 30, 1990 may receive major medical benefits prior to-age 63 by
paying premiums. .

Death and Disability Benefits
If an actlve empioyee, first hired under the Plan before July 1, 1982, 'is participating in the supplemental
contribution provision, dies and is survived by either & spouse or dependent child{ren), a spouse’s

pension or a survivor's allowance may be payabte. The amount of the pension or allowanceis determined
by the employes's base salary.

Continued

81




Description of State of Alaska Teachers’ Retirement System (Plan}, Continued:

Pension Benefits, Continued

If an active employee, who is not participating in or eligible for coverage under the supplemental
contribution provision, dies from occupational or nenoccupational causes, the spouse may receive a
monthly pension from the Plan. When death is due to occupational causes and there is no surviving
spouse, the employee’s dependent child{ren) may receive a monthly pension until they are no longer
dependents. The amount of the cccupational death pension changes on the date the employee’s normal
retiremant would have occurred if the employaee had lived. The new benefitis based on the empioyee’s
average base salary at the time of his/her death and the credited service that would have accrued it the
- employee had lived and continued to work until normal retirement age.

If an employee with five or more paid upyears of membership service is ndteligible for normal retirament
- benefits and becomes permanently disabled, the employee is entitled 1o a monthly benefit. The annual
disability benefitis equal to 50% of the base salary at time of disablement plus an additional 10% of his/
her base salary for each dependent child up to a maximum of four children. At normal ret:rement age,

the disabled employees begin receiving normal retlrement benefits,

_Ei.fect of Plan Termination

Should the Plan terminate at some future time, its net assets generally will not be available on a proraa
basis to provide participants’ benefits. Whether a particular participant's accumulated Plan benefits will
.be paid depends on the priority of those benefits at that time. Some benefits may be fully or partially
provided for by the then existing assets while other benefits may not be provided for at all.

Summary of Significant Accounting Policies:

Basis of Accounting

T_{'Te Plan's financial statements are prepared using the accrual basis of accounting.

Continued
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Summary of Significant Accounting Policles, Continued:

Valuation of Investments

investments, other than real estate equity funds and loans and mortgages, are carried at market vaiue
to reflect the asset values of the Plan as determined by the last quoted sales price at June 30, 1891 and
1990.

Real estate equity funds are stated at estimated market value as determined by the independent
management of the investment accounts. Theseinvesimenis donothavea readily available market and
generally represent long-term investments.

Loans and mortgages are serviced by the institution from which the loan is purchased. The policy of the
Plan is 10 hold these investments urtil maturity and, accordingly, the investmants are stated at cost, less
an allowance for estimated loan tosses. Loans and mortgages include approximately $11,375,000 and
$10,940,300 for 1991 and 1990, respectively, of other real estate owned. Other real estate owned
represents properties-on which the Plan has foreclosed and is holding with the intent 1o resefl.

The investment activity of all commeon stocks was consolidated October 1, 1987 with the common stocks
 of other State funds to form a domestic equity fund. The activity from October 1, 1987 and the June 30,

1991 and 1990 balances of this domestic equity fund are accounted foron a unit-accouniing basis. All
income and realized and unrealized gains are allocated monthly to each participating fund on a pro rata
ownership basis. All income earned is included in dividend income. At June 30, 1991 and 1920, the
Plan’s investment in the domestic equity fund is comprised of the following ($000):

1991 1990
Domestic equities $672,784 $501',41 4
Interest and dividends receivable 2,061 1,504
Cash and cash equivalenis _ 40442 —38.767
Total o $715,287 $539,685
[ R

Conlinued
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2.

Summary of Significant Accounting Policles, Continued:
Valuatiqn of Investments, Continued

International equities at June 30, 1991 and 1990 are comprised of the following ($000):

1991 18%0
Foreign equities : $102,830 $117,153
Cash and cash equivalents 717 - 6343
$109,947 $123,496

Cash and cash equivalents at June 30, 1991 and 1990 are comprised of the following:

1991 : 1990
Inferest bearing deposits : $ (207) $ 782
investment maturities in fransit . 212 32,000
Repurchase agreements ' : 16200 11633
$ 15,905 $ 44,415
L] —

State of Alaska treasury investment policy requires that securities underlying repurchase agreements
must have a minimum market value of 102% of the cost of the repurchase agreement.

The Commissioner of Revenue has the statutory authority to invest the monies of the Plan. This authority
is delegated to investment officers of the Treasury Division-of the Department of Revenue. Alaska
Statute provides for the investment in United States Treasury or agency securities; corporate debt
securities; preferred and comrmon stock; commercial paper; securities of foreign governments, agencies
and corporations; foreign time deposits; gold bullion; fuures contracts for the purpose of hedging; real
estate investment trusts; deposits within Alaska savings and loans and mutual savings banks; deposits
with state and national banks in Alaska; guaranteed loans; notes collateralized by mortgages; certificates
of deposit and banker's acceptances.

Continned
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Summary of Significant Accounting Policies, Continued:

Valuation of Investments, Continued

To provide an indication of the level of credit risk assumed by the Plan at June 30, 1991, the Plan's
gdeposits and investments are categorized as follows:

Deposits

' Category 1-  Insured or collateralized with securities held by the State or its custodian in the State’s
name. ' '

Category 2-  Collateralized with securities held by the pledging financial institution’s trust department
or custodian in the State’s name.

Category 3 - Uncollateralized.
Investments

Category 1- insuredor registered for which the securities are heid by the Staie orits custodian in the
State’s name.

' Category 2- Uninsured and unregistered investments for which the securities are held by the broker's
or dealer's frust department or agent in the State’s name.

' 'Category 3 - Uninsured and unregistered investments for which the se_cu’r‘r'ties are held by the broker’s
or dealer's trust departrrient or agent but not in the State's name.
ﬂaiggg_r_y (snnm _ Market Value
#2 #3 (Garrylng Value}

Deposits - cash ' $ 18,905 $ 18,905

nvestments:

United States Government securities 420 898 420,898

Corporate bonds, netes and debentures 372,433 372,433

Domestic equity fund 715,287 715,287

internaticnal equities ) 109,947 109,947

Real estate equity funds 80.828 80528
$1,716,298 $1,716,208
1 ]

Continned
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Summaty of Significant Accounting Policies, Continued:

Valuation of Investments, Continued

During 1991 and 1920, the Plan’s investmenis {including investments bought, seld, as well as held during
the year) appreciated (depreciated) in value as follows ($000):

United States Government securitiss

Corporate bends, notes and debentures

Domestic equity fund
Internaticnal equities
Real estate equity funds

The cost, market and canrying value of the Plam’s investmenis as of June 30, 1991 and 1990 are as

‘foliows:

United States Government secutities
Corporate bonds, notes and debentures
Domestic equity fund
International equities
Real estate equity funds
. Loans and mortgages, net of allowance for
' loan losses of $4,574

s

$(1,080)

2,039
23,702
(14,801}

{(14.555)
$ (4.675)
L

1990

$(16,266)
(5,118)
28,534
598

— (81

$12,129
A

1991

Canying

Cost " Market Value
$ 381,487 $ 420,898 $ 420,898
366,760 372,433 372,433
631,146 715,287 715,287
115,048 109,947 109,947
86,603 80.828 80,828
74,471 78.367 74,471
$1.655,516 $1,777,760 $1,773,864

Continued
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summary of Significant Accounting Policies, Continued:

valuation of Investments, Continued

United States Government securities
Corporate bonds, notes and debentures
Domestic equity fund

International equities

Real estate equity funds

_ Loans and mortgages, net of allowance for . -

ioan losses of §5,170

Contributions Receivable

1990

: Carrying

Cost Market Value

$ 524 489 $ 564,959 $ 564,959
230,621 234 265 234,265
479,245 539,685 539,685
113,797 123,496 123.496
82,897 91,676 81,676
82,134 85,140 82134
RSiales  gesezzl e

Contributions from employees and employers for service through June 30 are accrued. These

contributions are considered fully collectible and, accordingly, no aliowance for uncollectible receivablies

is reflected in the financial statements.

Abcrued Interest and Dividends

Accrued interest and dividends represent amounts earned but not yet received as of June 30. Thess

amounts are considered fully coltectible ang, accordingly, no allowance for uncollectible receivables is

reflected in the financial statements. Accrued interest on loans and morigages is not recorded until

received. _ :

87




3.

Funding Status and Progress:

. The amount shown below as ‘pension benefit obligation”, which is the actuarial present valus of credited
‘projected benefits, is a standardized disclosure measure of the present value of pension benefits,
‘adjusied for the effects of projected salary increases, estimated to ba payable in the future as a result

of employee service to date. This measure is intended to help users assess the Plan’'s funding status

- on agoing-concem basis, assess progress made in accumulating sufficient assets to pay benefits when
*due, and make comparisons among plans. Themeasure is independent of the actuarial fundmg method
‘uged to determme contributions to the Plan, discussed in Note 4 below. : .

The pension benefit obligation is determined by William M. Mercer, Incorporated and is that amount that

resuits from applying actuarial assumptions to adjust the accumulated benefits to reflect the time value

-of money {through discounts for interast) and the probability of payment (by means of decrements such

as for death, disability, withdrawal, or retirement) between the valuation date and the expected date of

_ payment. Thesignificantactuarial assumptions usedinthe valuations as of June 30,1990 are as follows:

a.  Actuarial cost method - projected unit credit, unfunded accrued benefit liability amortized over
twenty -five years, funding surplus amortized over five years.

b. Mortality basis - 1984 Unisex Pens1on Mortalfty Table set back one and one-half years
C. Retirement age - retiremant rajes based on actual experience.

d. Int_erest rate - 9% per annum‘ compounded annually, net of investment expenses.

e Heaith cost mflahon 9% per annum.

f. Salary scale increase of 8.5% for the first f:ve years of employment and 5.5% per year thereafier.

g. Cost of living allowance (domicile in Alaska) - 54% of those receiving benefits will be eligible to
receive the cost of living allowance.

Continued
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3. Funding Status and Progtess, Continued:

b, Contribution refunds - 100% of those employees terminating after age thirty-five who are vested
will leave their contributions and thereby retain their deferred vasted benefit.  Ali others:who
terminate are assumed to have their contributions refunded.

i. Asset valuation - five-year average ratioc between market and book values of the Plan’s assets
except that fixed income investments are carried at book value. Valuation assets cannct be
outside of the range of book and actuarial values.

Turnaver and disability assumptions are based upon actual historical occurrence rates of the Pian. The
foregoing actuarial assumptions are based on the presumption that the Pian will continue. Werethe Pian
to terminate, different actuarial assumptions and other factors might be applicable in determining the
actuarial present value of accumulated benefifs.

At June 30, 1990, the unfunded pension benefit obligation was $188.7 million, as follows {$ in millions):

' Net assets available for benefits as of June 30, 1990, at market, . ' -
as more fully deseribed in Note 2 _ £.1.7063

Pension benefit obligation: _
Retirees and beneficiaries currently receiving banefits and -

terminated employess not yet receiving benefits _ 940.5
Current employees:

Accumulated smployee contributions including

allocated investment incoma 269.5

Employsr-financed vested ' 587.8

Employer-financed nonvestad 97.2

. Total pension benefit obligation as of June 30, 1920 1.895.0

Unfunded pension benefit obligation as of June 30, 1990 $ 1887
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Contributions:

Employaes’ Contributions

Priorto January 1, 1991, employees contributed 7% of their base salary as required by siatute. Effective
“January 1, 1991, employees coniribute 8.65% of their base salary as required by statute. The employee
contributions are deducted before federat tax is withheld. Qualified members may make an additional
contribution of 1% of their salary under the supplemental contribution provision. Contributions are
collected by employers and remitted to the Plan. Presentemployees’ accumulated contributions at June
30, 1991 were $298,447,000. Employees confributions earn mterest at the rate of 4.5% per annum,
. compounded annualfly.

Employers’ Contributions

The Plan's funding policy provides for periodic employer contributions at actuarially determined rates
that, expressed as percantages of annual covered payroll, are sufficient to accumulate sufficient assets
to pay benefits when due. Employer contribution rates are level percentages of payroll and are
determined using the projected unit credit actuarial funding method. The Plan alsc uses the level
percentage of payroll method to amortize the unfunded liability over a twenty-five year period. Funding
surpluses-are amortized over five years.

Contributions made in accordance with actuarially determlned contribution reqmrements determinad
through actuarial valuations consist of the foi!ow:ng ($000): .

1991 . 1990
Percentage Percentage
_ of Coverage of Coverage
Contributions __Payroli- Conirbutlons ___Pavrokt
($000) | (3000}
Employers $ 46,056 9% $ 49,501 11%
Employees 38,687 8 33783 7
% 84,743 17% $ 83,284 18%
Continued
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4. Contributions, Continued:

Employers’ Contributions, Continued

g 1990
Normal cost . _ - $81,913 $75,031
Amartization of unfunded actuarial
accrued liability 2.830 _ 8253
484,743 $83,284
R -uu—_

Actuarial valuations for 1991 and 1990 were performed as of June 30, 1290 and'_ 1989, J’espectively.

Significant actuarial assumptions used to compute contribution requirements are the same as those
used o compute the standardized measure of the pension cbligation discussed in Note 3.

Retirement Incentive Program:

Legislation passed in May 1986 established a retirement incentive program designed to encourage
eligible employees to voluntarily refire in order to reduce persenal services costs. The program was
available to eligible University of Alaska employees from October 1, 1986 to September 30, 1987, and
all other emiployees unti! June 30, 1987.

Legislation was passed in June 1989 and amended effective April 1, 1990 establishing a second
retirement incentive program. The second program was available to state employees from October 1,
1989 through March 31, 1990, and all other employees from July 1, 1988 through December 31, 1989.

The retirement incertive program receivabie represents the reimbursement due from employers
participating in the programs and is due in minimum equal annual instalimentis so that the entire balance
is paid within three years after the end of the fiscal year in which employees retired. The amount af
reimbursement is the actuarial equivalent of the difference between the benefits the employee receives
afterthe addition of the retirementincentive under the program and the amount the empioyee would have
received without the incentive, less any amount the employee was indebted as a result of retiring under
the program. Employees were indebted to the Plan 21% of their annual compensation for the school
yearinwhich they ferminated employment to participate in the programs. Any outstanding indebtedness
atthe time an employee was appointed to retirement resulted in an actuarial adjustmentof his/her bensfif.

Continued
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5.

Retirement Incentive Program, Continued:

The effect of the 1986 retiramentincentive program on the pension benefitobligation was fully accounted
for.in the June 30, 1988 actuarial valuation. The effect of the 1888 program on the pension benefit
obligation has been and will be accounted for in the June 30, 1880 and 1891 actuarial valuations,
respectively, as the eligible empioyees actually retire.

Ten-year Historical Trend Information:

Ten-year historical rend information (where available) designed to provide information aboutthe Plan's

progress made in accumulating sufficient assets to pay benefits when due is presented on the

accompanying supplemental schedules of analysis of funding progress and revenugs by source and
expenses by type. ' '
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Year Ended Net Assets
June 30,

1985
- 1986
1987
1588
1989
1990

Avallable

$ 866,333
1,141,650
1,303.464
1,356,575
1,545,877
1,706,346

Pension
Benefit
Obligation

$1,042,551
1,115,773
1,210,909
1,347,850
1,557,643
.1,895,030

Percentage
Funded

83.1%
102.3
107.6
100.6

9.2

90.0

Unfunded
{Assets in
Excess of}
Pension
Benefit
Obllgation

$176,218
(25.,877)
{92,555)
8,716
11,766
188,684

Annual
Covered
Payroll

$353,110
302,136
348,606
361,310
431,445
449 838

Unfunded

{Assetsin .

Excess of}
Pension
Benefit

© QObligation

as of
Percentage
of Coverad

PayroH

49.2 %
(6.6}

(26.6)
24
27

41.9

Anglysis of the doliar amounts of net assets availahle for benefits, pension benefit cbligation, and unfunded
pansion benefit obligation in isolation can be misleading. Expressing the net assets available for benafits as
a percentage of the pension benefit obligation provides one indication of the P1ar's funding status on againg-
concernbasis. Analysis of this percentage over time indicates whether the planis becoming financially stronger
or weaker. Generally, the greater this percentage, the stronger the plan. Trends in unfunded pensian benefit
obligation and annual covered payroll are both affected by inflation. Expressing the unfunded pension benefit
obligation as a percentage of annuai covered payroli approximately adjusts for the effects of inflation and aids
analysis of the Plan's progress made in accumulating sufficient asseis t¢ pay benefits when due. Generally,
the smaller this percentage, the stronger the plan.

See notes lo financial siarements.
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Year Ended Employee

1082

1883
1984
1985
1986
1087
1988
1989
19890
1981

1082

1983
1984

1985 -

1886
1987
1988
1989
1990
1991

Contribution
Revenues By Sources as of
Unrealized Percentage
Appreciation of Annuzl
_ Empioyer Invesiment (Depreciation) Covered
June 30,  Contributions Coniributions  Income  in Market Value Total Payroll
$21,735 $50,857 $ 31,574 $(6,701) $ 87,485 18.7%
24,546 54,718 - 62,846 36,218 178,328 18.6
27,267 63,316 61,559 (48,194) 103,938 19.4
29,176 68,826 74,171 78,418 250,591 19.2
32,039 68,276 119,173 103,643 324131 . 177
34,159 58,177 143,692 - {15.677) 220,351 16.7 -
33,104 69,363 100,239 {75,568) 127,140 19.2
31,888 47,348 125,170 65,243 - 269,648 11.0
35,224 53,670 146,612 12,129 247 635 119
40,052 57,982 127,524 (4,675) 220,890 14.1
3
Expenses By Type :
Refunds to
Retirement Medical .= Terminated Administrative
Benefits Benefits Employees Expenses Total
$21,198 $1,683 - $2,974 $1,333 $27,188
24,053 2,307 2,509 1,606 30,475
27,792 3,257 3,094 1,600 35,748
33,380 4,393 3,126 - 2951 - 43830
38,476 4 424 3,311 2,603 48,814
46,183 4613 C 4,239 3,502 58,537
60,939 5,040 3,798 .. 4052 74,029
65,323 8,073 - 2953 3,993 80,347
71,134 8,713 2,896 3,423 87,166
10,854 3,510 3,966 102,573

Employer

84,443

Contributions including contributions under the retirement incentive program were made in accordance with
actuarially determinéd contribution requirements.

See notes lo financiul staiements.
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All significant accounting policies, benefit provisions and actuarial assumptions are the same for the required
supplementary information and the financial statements except as follows:

The Plan’s actuarial funding method for the years ended June 30, 1978 through June 30, 1954 was
attained age normal. Effective July 1, 1984, the Plan adopted the projected unit credit actuarial funding
method.

Effective July 1, 1986, the Plan adopted new actuarial assumptions. Actuarial funding surpluses are
amortized over five years rather than twenty-five years. The assumed rate of interestwas increased from
8% to 9% per year. The satary scale assumption was lowered to 6.5% per year for the first five years
of employmentt and 5.5% per year thereafter, down from 8% and 7%, respectively. Health care cost
inflation was increased to 9% rather than 8%. Turnover and disability assumptions were revised based
on actual experignce in 1981 through 1985. '
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Highlights

This report has been prepared by William M. Mercer, Incorporated to:

(1) presenithe results of a valuation of the Alaska Teachers' Rstirement System

as of June 30, 1920,

{2) review experience under the plan for the year ended June 20, 1890;

(3) determine the appropriate contribution rate for the State and each schoa!

district in the Sysiem;

{4) provide reporting and disclosure information for financial siatements,
governmental agencies, and other interested parties.

The réport is divided into two sections. Section 1 contains the results of the valuation. it
includes the experience of the plan during the 1989-90 plan year, the current annual costs,
and reporting &nd disclosure information. ' '

Section 2 describes the basis of the valuation. [t summarizes the plan provisions, provides
information relating to the pian participants, and describes the funding methods and
actuarial assumptions used in determining liabilities and costs. ' S

The principle results are as follows:

Funding Status as of June 30:
{a) Valuation Assets®
(b) Accrued Liability*

{c) Funding Ratio, {a) / (b}

1983 19%0
$ 1,480,389 $ 1,662,242
1,557,643 1,895,030
95.0% 87.7%

120.0%
110.0%
100.0%
50.0%
80.0%
70.0%
60.0%
50.0% %
* In thousands. '

Funding Retio
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Employer Contribution Rates

For Fiscal Year: 1992 1903
(a) Normal Cost Rate 13.26% 14.07%
(b} Past Service Rate 1.90% 5.58%
(¢} Total Contribution Rate 15.16% _ 19.65%
(dy Three-year Average Rate 11.87% 15.69%

In preparing this valuation, we have employed generally accepted actuarial methods
and assumptions, in conjunction with employee data provided to us by the plan sponsor
and financial information provided by the audited report from Coopers & Lybrand, to
determine a sound value for the plan liabilities, We believe that this value, and the
method suggested for funding it, are in fult compliance with the Governmental Account-
ing Standards Board, the internal Revenue Code, and all applicable regulations.

Respectfully submitted, _

_%; ﬁ%ﬂ |

Bria_n R McGee, ESA Peter L. Godirey, FIA, ASA
Principal ' Consulting Actuary
BRM/PLG/ls

April 11, 1991

Willam M. Mercer, incorporated ' ' 2




As shown in the Highlights section of this report, the funding ratio as of June 30, 1990 has
decreased from 95.0% to 87.7%, a 7.3% decrease. The total employer contribution rate has
increased from 15.16% of payrolt to 19.65%, an increase of 4.49%. The three-year average
rate has alsaincreasedfrom 11.87% 10 15.69%, a3.82% increase. The reasons forthe change
in the funded status and contribution rate are explained below.

1.

Chapter 97, 1990 SLA

Chapter 97, 1990 SLA passed the Alaska State Legislature last year and was signed into law
by Governor Cowper. The bill changed many of the TRS beneiit provisions, some of which
increase and some decrease the contribution requirements to the System and the funded
status of TRS. Some of the major changes include:

a. Automalic PRPA's will be granied 1o ali current and future retirees.

b.  The benefit formula multiplier was increased for future service over 20 years.

¢. Employee contribution rales were increased by 1.65%, and are now being made onatax-
deterred basis. '

d.  Members with 12 years of combined part-time and full-time service are vested.

e. Normai retirement age for new empioyees was raised to age 60.

| f.  COLA benefits for new emplovees will be delayed to age 65, unless disabled.

g. Postretirement medical benefits for new employees will be reduced.

You will note that items a through d above are effective in FY91 for al employees while items
e, fand g, all cost saving items, are applicable only to employees first hired after June 30, 1990.
The uliimate cost to the Sysiem should be close to the current level. The pattern of costs,

- however, will be higher in early years when few people are caovered by the cost saving features.

Contribution rates wilf theti reduce over time as new employees enter the System.

Chapter 97, 1990 SLA caused an increase in the total employer contribution rate of 8.76% and
an increase in accrued liability of about $266,783,000.

Retiree Medical insurance

Curingthe year ended June 30, 1990, the System experienced anactuariatgainof $57,386,000

" due to the reduction in retiree medical premiums.

. Because, inrecentyears, the adverse retiree medical premium experience was amajor reason

for the rapidly increasing employer contribution rate and the deteriorating funding ratiq, it is
certainly weicome news to be able to comment on a stabilization in retiree medical premtiums.
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The following table summarizes the monthly premium per benefit recipient since retiree
medical benefits have been provided under PERS.

1977 $ 3475 — —

1978 57.64 66% —
1879 69.10 20% 20%
1980 64.70 -86% 6%
1981 96.34 ' 49% 19%
1582 96.34 0% 14%
1983 115.61 20% 15%
1984 156.07 35% 18%
1985 191.85 24% _ 19%
1986 168.25 -12% 14%
1987 165.00 -2% 12%
1988 140.25 -15% 9%
1989 211.22 51% 13%
1990 252.83 20% 13%
1991 243.98 - 4% 12%

1992 . 243.98 = 11%

As you can see from the above table, the monthly retiree medical premium reduced 1o $243.98
during the year from $252.83, a decrease of 3.50%. The premium for the 1992 fiscal year
remained unchanged. -

As noted in last year's valuation report, the State has seen a dramatic shift to post-65 rates
which have increased considerably faster than pre-65 rates. However, both rates reduced by
3.50% in FY91 and have remained unchanged for FY92, resulting in the first actuariai gain from
medical benefits for the System since the June 30, 1987 valuation of the System,

The effect on the past service contribution rate of this reduction in retiree medical premiums
was a reduction of 1.38% of payroll. The effecton the normal costrate was areduction of 0.20%,
resulting in a reduction in the total empioyer contribution rate due to medical benefits of 2.28%

of payroll. :

Investment Performance

The System once again experienced actuarial gains arising from the investment performance
ofthe Trust assets. Although the return as measured by market values was lower this year than
last year, the effect of the five-year smoothing was to increase the return as measurad by
valuation assets from last year. The approximate raie of return based on market values was
10.03% and the rate based on valuation assets was 11.92%. The resulting aciuvarial gain was
$43,235,000 which had the effect of reducing the total employer contribution rate by 1.04%.
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Salary Increases

Salary increases during the year were tess than anticipated in the valuation assumptions.
Salary experience resulied in an actuarial gain of $20,599,000 which generated a reduction in
the total employer contribution rate of .49% of payroll.

Employee Data

Saction 2.2 provides statistics on active and inactive participants. The number of acilive
participants increased .7%, from 8,527 aiJune 30, 198910 8,586 atJune 30, 1890, The average
age of active participants increased from 41.82 to 42.21 and average credited service
increased from 10.61 to 10.62 years.

The number of retirees and beneficiaries increased 2.8%, from 3,088 to 3,184, and their
average age increased from 61.85 to 62.45. There was a 60.6% increase in the number of

vesied terminated participants from 508 to 816. Their average age increased from 45.11 to
46.75.

The overall effect of these participant data changes was an actuariai loss of $16,505,000,
resulting in an increase in the past service contribution rate of 0.40% of payroll. These
demographic changes also had the effect of increasing the normal cost rate by .70%, resuiting
in an increase in the average total empioyer contribution rate of 1.10% of payroll.

Retirement Incentive Program

The second Retirement Incentive Program has been available to participants since July 1,
1989. The number of hew retirees increased from 187 at June 30, 1989 to 198 at June 30, 1990.
Although the full effect of the R.1.P. may not be seen until next year's valuation, the R.1LP. was
responsible in part for the increase in the number of new retirees.

As with the first R.1.P., the costis being borne by employers based on the actuarial vaiue of the
extra benafits, calcutated individually for each employee electing to retire under the program.
This cost is being paid over a three-year period. If the assumptions underlying the calcutated

- costofthe R.1.P. are met, the totai cost to the System will be equial to the employers’ payments.

Summary

The foliowing table summarizes the sources of change in the total employer contribution rate:

(3) Decrease in past service rate due io retiree medical insurance (1.38%)
(4) Decrease in normal cost rate due to retiree medical insurance (0.90%)
(5) Decreass due to invastment performance {1.04%)

(6} Decrease due to salary increases {0.49%)
{7) Increase in past service rate due to demographic experience 0.40%
(8) Increase in normal cost rate due to demographic experience 0.70%
(9) Impact of all other factors : ' 0.44%
(10} Total employer contribution rate this year {before smoathing) 19.65%

Last year's total empioyer contribution rate (before smoothing) 15.16%
Increase in iotal employer coniribution rate dus to Chapter 87, 1990 SLA  6.76%
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In summary, the System enjoyed a good year with substantial actuarial gains arising from
favorable investment performance and the reduction in medical premiums. The effect of
Chapter97, 1990 SLA, however, caused a substantial increase in currentcontributionrates and

adecrease in the funded status 10 87.7%.
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Effective Date

June 30, 1955, with amendments through June 30, 1990. Chapter 97, 1990 Session Laws of
Alaska, created a two-tier retirement system. New members who are first hired under the TRS
after June 30, 1990 are entitied to different benefits than those members who were hired before
July 1, 1990,

Administration of Plan

_ The Commissioner of Administration is responsible for administration of the system; the Alaska

Teachers' Retirement Board prescribes policies and adopts reguiations o carry out provisions
of the system; and the Commissioner of Revenue invests the funds. The Attorney General
represents the system in legai proceedings.

Membershlp
Membership in the Alaska TRS is compulsory for the following employees:

s certificated full-time and part-time elementary and secendary teachers, certificated
schoot nurses, and certificated employees in positions requiring teaching certificates;

s the Commissioner of the Alaska Department of Education and certificated supervisors
employed by the Department of Education in permanent positions requiring teaching
certificates: :

. University of Alaska full-time and part-time teachers, and full-time administrative employ-
ees in positions requiring academic standing if approved by the TRS administrator
(employees who elect to participate in the University of Alaska’s optional retirement plan
are excluded);

e . ceriain full-time or part-time teachers of Alaska Native language or culture who have
elected to be covered under the TRS; '

e  memberson approved sabbatical ieave under AS 14.20.310; and
. certain State legislators who have slected to be covered under the TRS.

TRS members who receive TRS disability benefits are also covered under the TRS and earn
membership service while they are on disability.

- Additionally, employees who work haif-time in the TRS and half-time in the Public Employees’

Retirement System (PERS) simultaneously are efigible for half-time TRS and PERS credit.
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Credited Service

A year of membership service is defined to be the same as a school term wh_ich' is currently a
minimum of 172 days, and fractional service credit is on a daily rate basis. Credit is granted
for ali Alaskan public school service.

TRS members may claim TRS credit for the foliowing service:

»

Outside teaching service. Members may claim up 10 ten years of outside service for
thelr employment in out-of-state schools or Alaska private schocls. Outside service
includes employment as:

(a) certificated full-time elementary and secondary teachers and certificated full-time
employees in positions which require teaching certificates as a cond ition of
empioyment with aut-of-state public schools and approved or accredited nonpubtic
schools either inside or outside of the United States supported by U.S. funds;

(b) full-ime employees in out-of-state institutions of higher learning requiring aca-
demic standing and accreditation; or

(c) full-time teachers in approved or accredited nonpublic institutions of higher
learning in Alaska.

Contributions are required for service which is claimed. For members first hired after
June 30, 1978, the full actuarial cost of providing benefits for the service wili be borne by
the member. Credit for fractional years of outside service is not allowed.

Pari-time teaching service. Members receive one-half year of membership service for
each year as a part-time teacher.

Military service. Members may claim up to five years of military service; however, the
combined total of outside and military service may not exceed tenyears, uniess entry into
the military is immediately preceded by TRS service and following discharge is continued
by TRS service within one year. Contributions are required for service which is claimed.
Credit for fractional years of military service is allowed.

Bureau of Indian Affairs (BiA) service in Alaska. Members may claim their Alaska BIA
service as professional educators and certificated full-time teachers in positions requir-
ing teaching certificates. Contributions are required for service which is claimed. Credit
for fractionat years of BIA service is allowed.

Retroactive service. Members may claim their earlier Alaskan service that was not
creditable at the time it occurred but later became creditable because of tegislative
change. Retroactive contributions are required for earlier service that recurred after June
30, 1955. Contributions are not required for service before July 1, 1955.

Unused sick leave. Members may ciaim their unused sick leave after they retire.
Contributions are not reguired. :

leave of absence withuut pay. Members may receive credit for their employer-
approved leave of absence without pay. Contributions are required.
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Computation of Average Base Salary

A member’s average base salary is determined by averaging the highestbase salaries thatthe
member received for any three years of membership service during which the member
received compensation for at least two-thirds of each school year.

Employer Contributions

The employer contributes an amount required, in addition to member contributions, to finance
tha benefits of the system. :

Employee Contributions

Mandatory Employee Contrlbutions: 8.65% of base salary. Employee contributions are
deducted from the gross salary before federal income tax is withheld.

Note: Prior to January 1, 1990, the rate was 7%. Employes contributions were deducted from
the gross salary after federal income tax was withheld. :

Interest Credited: 4,5% compoundad annually on June 30.

Refund of Coniribuilons: If a member terminates TRS employment, the balance of the
account (mandatory contributions, indebtedness payments and interest earned) may be
withdrawn by the member. '

Note: The contribution accounts of terminated members may be attached to satisfy claims
made under Alaska Statute 09.38.065, federal income iax levies and valid Qualified Domestic
Reiattons Orders.

Reinstatement of Contributions: I mandatory contributions are withdrawn, the member
mustreturnio TRS employmentinorder to reinstate the refunded service. Uponreemploymenit,
an indebtedness will be established for the amount of the refund. Contribuiions that are
atiached to satisfy claims under Alaska Statute 09.38.065 or a federal tax levy may be
reinstated at any time; the member is not required to return 1o TRS employment. The
indebtedness will accrue interest until it is paid in full or the member retires, whichever ogours
first.

Refund at Death: If monthly survivor's benefits are net payable upon the member's death, the
member's contribution account balance, including mandatory and supplemental contributions,
indebtedness payments, and interest eamed, will be paid to the designated beneficiary. When
the member has more than one year of TRS service, the beneficiary wilt also receive $1,000
plus $100 for each year of membership service (not o exceed $3,000). An additional $500 may
be payable if the member is survived by dependent children.

1% Supplemental Contributions

If a membger first joined the system before July 1, 1982 and elected to pariicipate in the
supplemental contributions provision, a spouse's pension and/or survivor's allowance may be
payable to his or her spouse and dependent children. To participate, ihe member must
contribute an additional 1% of his or her base salary. An election to participate must be made
no later than 90 days after marriage, the birth or adoption.of a child, or reemployment in the
system if there was at least a twelve (12) month break in service.
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Normal Retirement Eligibility

The first of the month following the earlier of (a} or {b) below:

(a)

Upon attaining age 60 {age 55 for members who participated before July 1, 1990} and
meeting one of the following service requirements:

()
(i)

(iti}

- {iv)

{v)

Eight years of fully-paid membership service; or

15 years of fully-paid creditable service, the last five of which have been member-

ship service; {if hired after June 30, 1975 a member needs eight years of fully-paid
membership service); or

Five years of fully-paid membership service and three years of fully- pald Alaska
B.LA. service; or

12 years of combined part-time and full-time fully-paid membership service {at
least one-half year each); or

two years of fully-paid membership service if the member is vested in the Public
Employees’ Retirement System;
or;

At any age after meeting one of the following service requirements:

- (i

{ii)
{iii)

(iv)

25 years of fully-paid creditable service, the last five of wmch are membershlp
Service; or

20 years of fully-paid membership service; or

20 years of fully-paid combined membershsp service and Alaska B.LA, serwce the
last flve of which are membership service.

20 years of combined part-time and full-time fully-paid membershlp service (at
least one-half year gach).

A member who has been receiving TRS disability benefits is eligibie for & service

retlrement beneﬂt upon sat:sfyung normal retirement eligibility.

{10} Normai Retiroment Benefit

Twa percent of average base salary tar the first twenty years of service, and 2.5% for ail

remaining years. Service before July 1, 1990 is credited at 2%.

Minimum Benefit: $25 per month for each year of credited service.
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{11} Early Retirement Eligibility

(12)

(13)

(_'f 4)

(15}

Upon attaining age 55 {age 50 for members who participated before July 1, 1990) and mesting
one of the following service requirements:

{a) Eightyears of fully-paid membership service; or
{b) 15 years of fu!ly-paid creditable service, the Iaét five of which have been membership
servics; (if hired after June 30, 1975 a member needs eight years of fuily-paid member-

ship service); or

{c} - Five years of fully- pald membershlp service and three years of fully-paid Alaska B.|.A.
service; or

{dy 12 years of combined part-time and fuil-time membership service (at least one-half year
each); o

{e) two years of fully-paid membership service if the member is vested in the Public
Employees’ Retirement System.

Early Retirement Benefit

Actuarial eguivalent of the normal retirement benefit based on service and salary o early
retirement date.

Deferred Benefit
Eligibility:

Refer to (9) Normal Rerfren'}enr Eligibility and (11) Early Retirement Eligibility.
Withdrawal of employee oontfibutions voids rights to benetits.

Amount: Refer to {10} Normal Retirement Benefit and (12) Early Retirement Benefil,
above.

Indebtedness Owing At Retirement

If on the date of appointment to retirement, a member has not paid the fulf indebtedness amount
including interest to the retirement fund, the member's retirement benefit will be reduced for life
by an amount equal to the actuarial eguivatent of the outstanding mdebtedness at the time of
retirement.

Re-employment of a Retired Teacher

if aretired memberis reemployed in a position covered under the system, the retirement benetit

will be suspended during the period of reemployment During such perlod of reemployment,
retlrement contributions are mandatory
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(16}

(17)

A member who returns to TRS employment after retiring under the Retirement Incentive
Program {RIP) wiil:

(a) forfeit the three years of incentive credits that were granted; and

{b) be indebted to the system in an amount equal to 110% of the benefits that were paid
because of the member's participation in the RIP, including health insurance costs. The
indebtedness is reduced by the amount that the member paid to participate.

Disability Retirement Benefits

A disability retirement benefit may be paid if a member becomes permanently disabled before
the normal retirement date and has at least five years of fully-paid membership service.

The benefit is equal to 50% of the disabled member's base salary immediately prior to
becoming disabled. This benefit will be increased by 10% of the member's base salary for each
minor child up to a maximum of 40%.

When the disabled member becomes eligible for normal retirement, the disability benefit will
terminate and the member will be appointed to normal retirement. The normal retirement
benefit will be computed as if the member had been in membership service during the pericd
of disability.

Death Benefit Before Retirement
Nonoccupationai Death

Upon a nonoccupational death of a member who has made no supplemental contributions or
who made supplemental contributions for less than one year and has completed less than one
year of membership service, a lump-sum benefit shalt be paid to the designated beneficiary.

The lump-sum benefitis the member's contribution account balance, inclhding mandatory and
supplemental confributions, indebtedness payments and interest earned.

tf the member is in active service at the time of death and has eompleted at least one year of
membership service, but is nat vested, the beneficiary will alse receive $1,000 plus $100. for
each year of membership service {not to exceed $3,000). An additional $500 may be payable
it the member is survived by dependent chitdren.

Upon a nonoccupational death of d vested member or deterred vested member who has not
made the required supplemental contributions, the surviving spouse may elect to receive the
benefits described in the previous paragraph or a 50% joint and survivor aption based on the
member's average base salary and crediled service at the time of death.

Occupational Death

Upon an occupationat death of a member who has not made the required suppiemental
contributions, a mionthly survivor's pension equal 1o 40% of the base salary atthe time of death
ordisabitily, if earlier, may be paid to the spouse. lfthere is no spouse, the pension may be paid
to the member's dependent children. On the member’s normat retirement date, the benefit
converts fo a nomalretirement benefit based onthe member's average base salary onthe date
of disability or deathand credited service, including the period from the date of disability or death
to the narmal retirement date.
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{18) Death Benefits After Retirement

{(19)

(20)

(21}

if a member had received retirement benefits prior fo his or her death, the designated
beneficiary wili receive the member’s contribution account balance, minus any benefits already
paid. However, if the member elected one of the joint and survivor options {50%, 66-2/3% or
756%) at retirement, an eligible spouse would receive a continuing monthly benefit for the rest
of his or her life.

Survivor's Allowance - Supplemental Contributions

If a member has made supplemental contributions for at least one year and dies while in
membership service, or while receiving TRS disability benefits, or if the member has made
supplamental contributions for at least five years and dies while on retirement or in deferred
vested status, and is survived by dependent children, the surviving spouse and/or dependent
children are entitled to a survivor’s allowance.

The aliowance for the spouse is equal to 35% of the member’s base salary at the time of death
or disability, plus 10% for each dependent child up io a maximum of 40%. The survivor's
allowance commences the month following the member's death. When there is no longer an

‘gligible dependent child, the survivor's allowance ceases and a spouse’s pension becomes

payable.
Spouse’s Pension - Supplemental Contributions

if a member has made suppiemental contributions for at least one year and dies while in
membership service, or while receiving TRS disability benefits, or if the member has made
supplemental contributions for at feast five years and dies white on retirement or in deferred
vesied status, the surviving spouse is entitied fo receive a spouse’s pension.

The pension is equal to 50% of the retirement benefii that the deceased member was receiving
or would have received if the member had been retired at the time of death. The spouse’s
pension commances the month following the member's death or cessation of the survivor's
allowanca. The pension ceases when the spouse dies.

Post-Retirement Pension Adjustment
A post-retirement pension adjustment will be issued to an eligible benefit recipient each year
if the consumer price index (CP1) increases during the prior calendar year. The adjustment o

the benefit, exciuding the cost-of-living allowance, will be:

(a} 75% of the CPlincrease (not 1o exceed 9%;) for recipients who are at least age 65 oren
TRS disability; or

{b) 50% of lhe CPI increase {not 1o exceed 6%) for recipients who are at least age 60 but
under 65, and for recipients who have been receiving benefits for at least eight years who
are under age 60.

{Ad hoc PRPA's of up to 4% may be issued to retirees who were first hired before July 1, 1890
it the CP| has increased and the financial condition of the fund will permit an adjustment).
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(22) Cost-of-Living Allowance

Starting at age 65, a retired member who remains in Alaska is eligible for a cost-of-living
allowance (COLA) equal to 10% of the base retirement benefit. Members who were first hired
before July 1, 1990 or who are receiving disahility benefits are eligible for COLA, regardiess
of age. '
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Active Members

(1} Number.

(2) Number Vested

(3) Average Age

(4) Average Credited Service
(5) Average Annual Salary

Retirees and Beneficiaries

(1)  Number
(2) Average Age
{3) Average Monthly Benefit:
Base
C.O.LA.
P.R.P.A.
Totai

Vested Terminations
{1) Number

{2) Average Age
{3) Average Monthly Benefit

1986

8,824
4,233
40.48

9.81

$ 44,440

2:098
63.18

1,205
79
268
1,542

A H S h

481
47.74

1987

7,797
4,196
41.09
10.45

$ 44,710

R R

2,376
62.83

1,304
87
268
1,659

777
47.92

$ 1,178 § 1,391

Non-Vested Terminations With Account Balances

{1} Number

(2) Average Account Balance

869

1,529

$ 8356 §$§ 9421

111

1988

8,218
4,053
41.34

10.46

$ 43,966

2,872
61.41

1,460
102
208

1,770

€ 5

408
44.26
$ 847

938
$ 8,773

1989

8,527
4,787

41.82

10.61
$ 44,596

3,098
61.85

1,476
102
234

1,812

€1 £ &R

508
45.11
$ 957

943
$ 9,765

1990

8,586
4,890
42.21
10.62
$ 45,388

3,184
62.45

1,491
100
262

1,853

£ 5 5

816
46.75
$ 1244

985
$ 10,244




Service Retirements

(1) Number, Priar Year

(2) Net Change During Year
(3) Number, This Year

{(4) Average Age At Retirement
{5) Average Age Now

{6) Average Monthly Benefit

~ Surviving Spouse’s Benefits

‘Number, Prior Year

Net Change During Year
Number, This Year
Average Age At Retirement
‘Average Age Now

Average Monthly Benefit

——— T g, ——
s

Survivor's Beneflts

1 . Numnber, Prior Year

Ezg Net Change During Year
(3) Number, This Year

{4} . Average Age At Retirement
{5) Average Age Now

(6) Average Monthly Bensfit
Disabilities

{1}  Number, Prior Year

{2) Net Change During Year
{3) MNumber, This Year

(4) Average Age At Retirement
(5) Average Age Now

{6) Average Monthly Benetit

Tota! Number of Retirees

1986

1,855
67
1.922
56.47
84.01

$ 1,549

64

69
54.52
63.98

$ 833

38
{4)

34
35.29
43.08
$ 1,584

65

73

44 .55
50.64

$ 2,003

2,098
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1987

1,922
272
2,194
56.06
63.52

$ 1,672

89

70
53.93
63.49

$ 750

34
(2)

32
39.04
46.77

$ 1,746

73

80

44 .00
49.93

$ 2,075

2,376

1988

2,194
566
2,760
55.11
61.84

$ 1,793

70

15

85
55.83
66.74

$ 708

32

36
36.15
44 66

$ 1,513

a0

11

=)
44.39
49.87
$2,125

2,972

1089

2,760
110
2,870
54.91
62.25

$ 1,834

B5

18

103
55.56
67.26

$ 738

36

()

31
35.42
43.73
$ 1,652

91

94
4422
49.71

$ 2.267

3,008

1990

2,870
78

- 2,948

54.80

62.84

$ 1,878
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108
b5.76
B7.79

$ 794

31

31
35.42
44.73

$ 1,661

04

97
4418
5014

$ 2,304

3,184




\faluatio'n of Liabilitles

A.

. Actuarial Method - Projected Unit Credit. Liabilities and contributions shown in the report are

computed using the Projected Unit Credit method of funding. The unfunded accrued liability
is amortized over 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant's benefits under the plan as they
accrue. Thus, each participant's fotal pension projected to retirement with salary scale is
broken down into units, gach associated with- a year of past or future service. The principte
underlying the method is that each unitis funded in the year for which it is credited. Typically,
when the method is introduced there will be an initial fiability for benefits credited for service
prior to that date, and to the extent that this liability is not covered by Assets of the Plan there
is an Unfunded Liability to be funded over a chosen period in accordance with an amortization
schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service 1o that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the
Assets of the Plan. The level annual payment to be made over a stipuiated number of years
to amortize the Unfunded Liability is the Past Service Cost.

The Norma! Costis the present value of those benefits which are expectad to be credited with
respect to service during the year beginning on the valuation date. S

Under this method, differences between the actua! experience and ihat assumed in the
determination of costs and liabilities will emerge as adjustments in the Unfunded Liability,
subject to amortization.

Actuarial Assumptions -

inferest 9% per year, compounded annually, net of expenses.

-

2. Salary Scale 6.5% per year for the first five years of employment and 5.5%
per year thareaiter.

3. Heaith Cost Inflation 9% per year.

4. Mortality 1984 Unisex Pension Mortality Table setback 1-1/2 years. All

deaths are assumed to result from nonoccupational causes.
5. Turnover Based uponthe 1981-85 actual total turnover experience. (See
Tahle 1},

6. Disability © Incidence rates in accordance with Table 2. Post-disability
: mortality in accordance with rates published by the Pension
Benefit Guaranty Corporation to reflect mettality of those

receiving disability benefits under Social Security.
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7. Retirement Age Retirement rates based on actual experience in accordance
with Table 3.

8. Spouse's Age Wives are assumed to be four years younger than husbands.

9. Dependant Children Benefits to dependent children have been valued assuming
members who are not single have one dependent child.

10. Contribution Refunds 1009 ofthose terminating after age 35 witheight or moreyears
of membership service, or with at least five years of member-
ship service and atleast three years of B.1.A. service will ieave
their contributions in the fund and thereby retain their deferred
vasted benefit. Al others who terminate are assumed to have
their contribuiions refunded.

11. C.O.LA. Of those benefit recipients who are eligible for the C.O.L.A,,
54% are assumedtoremainin Alaska and receive the C.O.L.A.

12. Sick Leave 4.7 days of unused sick leave far each year of service will be
available to be credited once the member is retired.

13. Expenses Expenses are covered in the interest assumption.
Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System's
assets. The actuarial value of assets equals the market value, except that fixed income
investments are carried at book value. Assets are accounted for on an accrued basis and are
taken directly from audited financial statements provided by Coopers & Lybrand. Valuation
assets cannot be outside the range of book and actuarial values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund, A pre-
65 cost and lower post-85 cost (due to Medicare) were assumed such that the total rate for all
retirees equals the present premium rate. These medical premiums are then increased with
the health inflation assumption. The actuarial cost method used for funding retirementbenefits
is also used to fund health benefils. '

For FY91 and FY82, the pre-65 monthly premium is $318.94 and the post-85 premium
is $121.50, based on a total biended premium of $243.98. These rates and the pre-65/
post-65 split were provided by Deloitte & Touche.
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Select Rates of Turnover
During the First 10 Years
of Employment

Year of
Empioyment

2 PO~ A WN -

Rate

A7
A5
A2
12
11
09
.07
07
.07
06

Ultimate Rates of Turnover
After the First 10 Years
of Employment

Ages Rate
20-39 03

40+ .02
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5.06

5.85
6.78
7.83
8.94

116




_ Age at
Retirement

50
51
52
a3
54

55
56
57
o8
59

60
61
62
63
64

65
66
67

Retirement
Rate

.063
063
083
063
.063

A17
A17
A17
17
A7

260
180
210
240
270

540
820
1.000

For ages less than 50, teachers are assumed to retire two years after the sarliest age they are

gligible to retire.
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WALTER J. HICKEL, GOVERNOR

‘ _ . . PO, BOX §
DEPARTMENT OF REVENUE ° i, auasia o0sr1.0100
E PHONE: (907) 465-2300
OFFICE OF THE CQMMJ’S SIONER ° TELEFAX: {80)7) 465-2389

December 11, 1652

To the Benegficiaries and Participating Employers
Alaska Teachers' Retirement System

The State of Alaska, by itself and on behalf of participating employers, prorises each employes
participating in the Teachers Retirement System (TRS) a pension benefit based on years of service
to its citizens. The employees deserve a well fu nded system 1o insure that monsy wili e availabie
to pay their benefits when dus.

Funding goals and employer contribution rates are determined by the TRE retirement hoard {Board).
The employee rate is fixed by statute at 8.65%. The empioyer rate set by the Board with advice from
a consulting actuary is the rate needed to achieve funding goals. This nate is smoothed over a three
year average. The smoothed employer rate is now 11.87% and will be 15.68% for FY 3. The
combined rates resuli in substantial contributions to the Teachers Retirement Systsm Trust Fund
(Fund). Even so, over the past few years investment earnings hava baen significantiy more than
contributions. Without these earnings, the employer rate wouid be substantially highar. The result
weuld be less money for benefits or other important public needs. ' '

My job and that of Treasury Division is to make sure that moneys in the Fund are proparly invested
10 maximize earnings consistent with preservation of pringipal. As fiduciaries we must manage the
Fund in the best financial interest of the beneficiaries (employees and retirees). Successtul
investment performance helps provide a well funded plan to ensure benefit payments 1o retirees.
Successful performance also reduces the burden on the citizens of the State.

The investments of the Fund continue to increase as a result of positive retizms. For the five vears
ended June 30, 1991, the Fund earned an average of 9.0%. This means the Fund achievedhe 9.0%
rate of refurn adopied by the TRS board for actuaral funding purposes. This Is important as it
maintaing ahigh fundmg ratio. A high funding ratio ensures the Funds ability ;1o make henefl‘i Dayments
when due.

According to a survey by the National Conference of State Legisiziures published in 1890, the
average funding ratio for state retirement systems with assets between $1 billion and $5 hiliion was
72.5%. The Alaska TRS far exceeded this average with a funding ratio of 87 7% at June 30,-1890.
The ratio was 95.0% at June 30, 1989 bul was driven down due fc the benefit increasses granied in
1990. My goal is o manage the Funds investments so that investment carmings make a positive
contribution toward achievinq a 100% funded status.

Tohelp insure the hlghest tevel of future investrment earmngq consistent with appropriaie fisk levels,
important fund managoment enhancements are belng implemenied. A brict description of each
follows.

®  Anlnvestment Operations Advisory Committee was established iri late 1920 This committee
: is very important io me and the beneficiaries. The members have been askedic be vary critical
in their review and frank in their chservations. The comniites is comprised of three national
experts in large pension trust fund investments. They assemtle on a quaricrly basis to reviaw
Treaswy’s pension trust fund investment operations. Based on Lhis review they offer advice

and make recommendations to me and my staff. :
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To the Beneficiaries and Participating Employers Page ¢
Alaska Teachers' Retirement Systemn

A global custodian has been retained o maintain cusiody of all assets. This new relationship
is very important to the orderly conduct of our investment operations. It will greatly assist with
performance measurement and other investment analytics.

A securities lending program was implemented in August 1991. This program has minimal risk
and shouid return in excess of $1 miilion in additional earnings to the trust funds.

Treasury Division has been directed to meet with Permanent Fund Corporation staft and
participate intheir meetings where appropriate to exchange information. The Permanent Fund
Carporaticn and the State of Alaska, Treasury Division, manage two of the largest public tunds
in the United States. We have every reason to work together in & spirit of friendly comipetition.

A seven-member investment council was being established by regulation. This courel was o
review and approve investment policies, strategy, and management operaticns. The council
would have received advice from Treasury staif, the Investment Operations Advisory Commit-
tee, and other professional investment advisors and consultants. The council would actin a
manner similar to an investment board. Adoption of investment council regulations was

postponed to accommodate a legislative alternative. The alternative is to create, by statute, an

eight member fiduciary investment board. The investment board will manage investments of
the pension trust fund for the best financial interest of the beneficiaries on a shared fiduciary
basis. Benaficiaries will have equal representation on the board. Depariment of Revanue,
Treasury Division, will be staff to the board.

A proposai process is baing finalized to select a firm to provide investment advisory sepvices.
The primary purpose is to select a firm to assist with design of investment palicias and
objectives and to perform asset aliocation modeling. Estimates have placed the proportior: of
investment performance aftributable to asset allocation as high as 90%. State statutes
recognize that this is a very imporiant pension fund investment function. By statute, the
commissioner of revenue, in managing retirement system trust funds, must consider ihe staius
ofthe funds investments and the systems liabitities on both acusrent and probabie futire basis.

My responsibility and goal is to manage the Fund in the best interest of the beneficiaries. Programs
inplace and enhancements described above will help accomplish this goal. The resuit will be twofcid.
First, beneficiaries will have a well funded plan and can be secure in their retiremsnt penision benefits.
Second, benefits wili be provided atihe least possible cost to the citizens. Finally, investment earnings
will be maximized consistent with preservation of principle in a controlled risk environment.”

Sincerely,

20 es

Darrel J. Rexwinkel
Acting Commmissioner

DJR/mem
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Creation and Purpose

The Teachers' Retirement System Trust Fund {Fund) is esiablishad by Alaska Staiie 14.25.170(5).
The Fund holds the assets of the Teachers’ Betirement System (TRS). These asseis are comprised
of investments of various kinds, predominantly stocks, bonds, and reaf estate. The Find was created
1o pay retirement benefits to employees participaiing in the retirement pian adminisiered under TRS.
The retirement plan is a defined-berefit plan in which benafit levels for each smpioyes are retermined
by length of employment and highest average salary. The planis & joint-contributory olan in which both
the employee and the employer make continuing contributions, caiculated as & percentage of current
salary. Em ptoy_ee contribution parcentages are fixed by statute. Employer contribiticns ars determined
annually by the TRS board based on evaluations of the Fund by a consulting actuary. The plan is
considered to be perpetual because it appiles to future as well as current smpioyees and because the
amployers {state and municipal governments or political subdivisions) are perpstual in naiure.

Participating employers are bound by the Alaska GConstiution to pay e plan's benefits. Although
benefits could be paid on a pay-as-you-go basis, the existence of a Fund serves two purposes. For the
employer, itdistributes contributions over an employees years of service. For the employee, i provides
a form of insurance that employers will meet their obligations. '

Fiscal 1991 Annual Financial Resulls
Market Environment

The twelve month period ending June 30, 1931 was a hectic one ecoromically, pofitically and in the
investment markets. The dominantissues were the invasion of Kuwait, subsequert war and recessions
in several major couniries. S ' ' S

Atthe and of fiscal 1291 {June 30, 1991), the U.S. economy began to shew signs of a gradual recovery
as it responded to easier monetary poticy previously underiaken by e Federal Reseive Bank.
Reviving activity was reflected in a growing array of economic reparts. However, this recovery praomises
to be different from previous economic sycles. Significantly, inveniory rebuilding and bank credit
support have been less evident. The timing, magnitude, and nature of this economic recovery are all
gritical variables in the outlook tor inflation.

ftwas agood year for fixed-income investments such as bonds whers prices rose with declining interesl

rates. The Salomon Brothers Broad Index procuced a return of 10.8%. Bena market participants spent

the first haif of FY 91 assessing the arrival of ihe racovery, and then turned their attention 1o gauging

its strength. The vield curve also steepened during the year. Alyear end, the vield spread belwean two

year treasury and thirly year treasury bonds had increased by haif 1o 150 basis poinis. Long rates

increased due fo supply and infiation concerns while short rates penefitted from Fed easing and the
 unlikely prospect of Fed tightening.
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Domestic equities closed out the year on a negative note with most indices off between 4% and 6%
during June. That consolidation was not unusual in the context of stocks which gained more than 25%
between November 1990 and March 1991. For the fiscal year, the Standard & Poor’s 500 index posted
atotal return of 7.4%. Real estate equity returns (MCREIF index) were -1.2%, and internationai equity

" market refurns were also negative, with the EAFE index at -11.5%.

Teachers' Retirement System Trust Fund
FY 91 vs Five Year Avg
Dollar-Weighted Rates of Return

Domestic

B Real Estate Mortéage Total
Equities

Fore}gn Debt
Equities Loans Fund

Couiies  Securities

% Fiscal 1997 B8 Five Year Average

Dollar-weighted reprasents economic retums 1o the Fund and shouid
not be used for perfarmance measuramants.

Total Fund Returns

The Fund earned $127.6 mil-
lion in realized net income in
fiscal 1991. Realized net in-
come is cash actually received
by the Fund, such as dividends
paid on stocks, interest paid o
honds, fees and other income
earned on equity real esiate,
and realized capital gains. For
the year, realized capital gains

- ware $17.5 miiiion.

Total return measures realized
net income plus the netchange
in unrealized gains and losseas.
Onatotaireturnbasis, the Fund

earned $124.1 million in fiscal 1991 as compared to $156.3 millionin fiscat 1990. This amountincludes
both the reallzed income of $127.6 million and a $3.6 million netincrease in unrealized gains. Although
the net change in unrealized gains from July 1, 1990 to June 30, 1981 was modest, monthly changes
during that period were often quite dramatic and indicated a high degree of volatility.

The toial doliar-weighted
rate of return for the Fund
for fiscal 1921 was 7.2%. Of
the Fund's major security %o

Teachers' Retirement System Trust Fund
FY 91 Time-Weighted Rates of Return

types, real estate morigages _
contributed the highest eco- [ I
nomic rate of return, fol-
lowed by fixed income se-
curities, and then the do- o
mestic equities. interna- 5
tional equities and real es-
tate equities had negative

863

. o 113
economic raies of refurn. 15 P ! o
+ _ Domestic Forewgn Deht
The f;ve'year annual aver Equitios Eoriae
age ending June 30, 1991
was 9.0% which equals the 8 Realized

actuarial assumption.

Source - SEI Corporalion
Performance Medasurement Consultants

10.18 10.23

Securities

12

10.96

Gy
-
Real Estate Mc;tg ge
Equitics Leans
1 iIndex

Indices: S&P 500, EAFE, Lehman Gav Coro, NCREIF, Lehman GNRA
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A dollar-weighted return represents an econormic return to the Fund -and should not be used for
performance measurement as it is not time weighted. Dollar-weighted returns reflect the benefits or
detriments of cash flows in a fund. They show the net economic gain or loss. Time-weighted rates are
calculated for short periods of time and then linked together. These returns are not infiuenced by the
timing of cash flows to the manager. Since the manager doss not decide the timing of cash flows into
the Fund, time-weighted rates are useful for manager evaluation. Market indices are calculated on
a time-weighted basis. ' ”
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Marketable Debt Secutitiss

The Fund is comprised of 44% marketable debt securities which are managed in-house. The Fund's
marketabte debt securities portfolio began the year heavily weightad to U.8. government bonds. These
were the best performing sectors of the debt market in the first six months of the year. During the year
furids were moved from governments to corporates, benefitting the portfolio since corporaies
outperformedgovernments
in the last half of the year

ending Junea 30. During fis- Teachers' Retirement System Trust Fund
cal 1991, the Fund was a ' Asset Allocation

net seller of $12.0 million of

marketable debt sacuriiies. 500 - Hions of Dollars L

The portfolio holds bonds
with a very high quality
rating. Nearly half of the

Fund consists of LS. Trea- 200 |
sury bonds, notes, and wem_|
high-grade corporate debt ’ Gov't Com't Donr'c {r.t’l Mllg RE ) Cash &”
nym . la) 1l -
securities. These fixed- June 30 Debr Dabt Equity  Fquity Loans = Equity  Equivl

income investments eam
interest which represents
the tulk ofthe cash required
gach year for payments 1o

1841 4208 3724 7153 109.9 784 g0.8 17.2
1680 5865 2343 5397 1235 85.1 91.7 43.7

T 1991
beneiiciarios.
Teachers' Retirement System Trust Fund
Asset Allocation
June 30, 1991 June 30, 1990
Corpt
Debt 21% Cﬂrp‘f Gov't
Gov't Deabt 14% Debt 34%

Debt 23%

Cash &
Equivit 1% Cash &
RE Equiv't 3%
Eguity 5% RE
- Mg - Equily 5%
Loans 4% Mtg
3 . = D{__‘
Dom'e Inti Dome M Loans 5%
Equity 40% Equity 6% . Equity 229%
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Interest earned on marketable debt securifies in fiscal 1991 totaled $72.1 million. Marketable debt
ended the year with $5.4 million in reafized gains. This portiolio earned a total return in fiscal 1991 of
9.3%.

At the end of the fiscal year, the weightad average life of the marketabia fixed income securllies was
11 years, 1 month, compared with 11 years, 5 months, a year earlier. The maturities of the Fund’s
marketable debt portiolio is longer than many other corporate or state porifolios. ’Durmg a year when
interesi rates decline, Iong maiurities have g positive effect on returns.

ﬁomestic Equities

The firstsix months were spent anticipating a recession in the domestic equity markei, while the second
half was spent anticipating a recovery. There were significant changes in the types of stocks that did
well during the year.

The Fund made additional investmenis in a domestic equity poa! in fiscal 1981, adding anet $118.8
million to the equity holdings. Managemesnt of the domestic equity pect is distributed among six active
managers and one index manager. Under their management the market value of the Fund's stock
holdings increased by $56.8 million to total $715.3 million at year-end. Domestic equity hoidings
represent 40% of the Fund. On adollaraweighted basrs the Fund's domestic equity holdings produced
a return of 8.9% for fiscal 1991.

international Equities

International equities comprise 6% of the Fund. There were no contributions made by the Fundto the
international equity portfolio for fiscal 1991. The international equity portiolio iIs managed by two active
managers. The market value of international equities decreased by $13.8 million, to total $102.9 miliion
at year-end. On a dollar-weighted basis the iniernational equity porticic had a return ot -8.2%.

Alaska Retirement Trust Funds

Real Estate Equilies
June 30, 1991

Praparty Type HRegional Diversificatien

Hetatl 24%

And Mig-@ 1%
Cent Plains 2%
. Energy Sis 14%

. © Pacil 3W 18%
Office 28% o

Pacif. NW 14%
Induslrial &% New England 3%
Rl A% Mid- Allanlic 18%
. Hoteifdolor 8% .
Land 0% : : South 20%

Rasidantial 277%%
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The strength of the L1.S. dollar after the Middle East war was a significant factor reducing returns from
investments outside the U.S. Additionally, the impact of the war and recession in several countries
reduced equity returns Forthe year, investments cited in Japan and Germany had substantial negative
returns. :

Real Estate Equities

Thereal estate equity porifolio is a diversified property portfolio of commingled funds. The market value
of real estate equities decreased by $10.8 million to total $30.8 million at fiscal year-end. The real estaie
investments comprise 5% of the Fund, retuming -11.1% on a dollar-weighted basis. :

These institutional-grade funds are managed by seven professional real estate investment firms. The
yetirement trust funds invested in these portfolios principally in 1980 and 1984. No nhew investments
have taken blace since 1987.

Thereal estate industry is in one of the most difficuit periods in decades. Ingeneral, real estate markets
are suffering from over-building in virtually all market sectors. The good news is that new consiruction
across the country is wrtualty at a standstill. There is little question that time wiil be required to absorb
exCess capacity.

In these difficult and challenging times, focusing on fundamental strengths of real estate investing is
important. Attributes that brought pension funds to this assetclass in the first place are as valid as ever.
Institutional-grade real estate perforis competitively with other asset classes, is low in volatility, and
responds well to a varisty of economic climates. As the sconomy improves and excess capacity is
absorbed, this asset also should improve in overall performance.

The real estate equity portfolio is positioned to realize future returns quicker than the average partfolio.
This is because the Fund is heavily weighted in retait and multifamily ang under-weighted in office.
Office buildings have been depressed and this sector is where the Fund suffered substantial losses in
1991. ' :

Today's economy offers limited real estaie investment opportunities. The Fund may participate inthese
opperiunities on a selective basis. Prior 10 1988, the Fund was limited to commingled funds where the
manager has sole control over investments. The Fund may now investin real estate on a direct basis.

Real Estaie Mortgages

The Fund continued its investment policy of not making direct residential and commercial real estate
loans for fiscal 1991 due fo the low liguidity, high risk and administrative expense of this type of
invesiment. The market value of real estate loans totaled $78.4 million at year-end representing 4% of
the total Fund. This portionof the Fund's portfolio returned 11.6% on a doliar-weighted basis for the year
ending June 30, 1991, -
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The assets of the Fund came into being and have grown because emgployers and employees have paid
more into the Fund in the form of contributions than has been paid out in benefits. Investment returns
have significantly increased the Fund's assats. Contributions currently exceed benefits by design, in
order to make benefit payments that can reasonably be expected in the future. These projections of
future benefit payments and investment earnings are main factors used by the actuary in determining
employer contribution rates. Other important factors are the amouniof assets inthe Fund and expected
costofliving increases. With the programs outlined inihe Commissmner s message, future investment

returns should exceed expectahons,

3.5
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275

Teachers' Retirement Sysiemn Trust Fund
Annual Market Value Growlh

Billicns

Py 88

Beg Mki Value

T
FY 89

#8 |nvestment Income

Fy a2

o .

=Y 81

HB Net Contributions
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State of Alaska
Department of Revenue
Division of Treasury:

We have audited the accompanying balance sheets of the Teachers’ Retirement Trust Fund
(Fund) as of June 30, 1991 and 1980, and the related statements of investment income and
changes in fund balance restricted for beneficiaries, and cash flows for the years then ended.
These financial statements are the responsibility of the Fund’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing stan-
dards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financiat statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As described in note 1, the financial statements of the Teachers’ Retirement Trust
Fund represent only the investment portiolio of the State of Alaska Teachers' Retirement
System.

In our apinion, the financial statements referred to above present fairly, in all
material respecis, the financial position of the Teachers' Retirement Trust Fund as ot June 30,
1991 and 1390, and the resulfs of its investment operations and changes in fund balance, and
its cash flows for the years then ended in conformity with generally accepted acocunting
principles.

. September 6, 1991
KPMG Peat Marwick
Certified Public Accountants
601 West Fifth Avenue Yoz 4 &.04)’4 M
Sutie 700
Anchorage, AK 99501-2258

Member Firm of
Kiynveld Peat Marwick Goerdeler
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Assets

investments, at market:
Marketable securities: -
U.S. government debt
Corporate bonds
- Domestic equity pool
international equities.

_ Total marketable securities

Morigage loans
Allowance for ioan losses

Net morigage oans
~ Real estate equities
Total investments
Receivables:
Interest and dividends
Due from general investment fund
Total receivables

Cash and cash eguivalents
Total assets
Fund Balance

Fund batance restricted
~for beneficiaries

1991

$420,898

. 372,433
715,287
109,947

1,618,565

82,941

 (4,574)

78,367

17,507
S N 243

. 18,636

: - 17,200

$1,813,556
MT——

31 i8-13,596

- June 30 -
(000’s omitted) 1990

$564,959
234,265
539,685
123,486

91.676
1,639,221

18,924
83

17,785
43,726

$1,700,702
N

$1,700,702
ReRE

See accompanying notas io financial statements




investment Income:
Income:
interest:
Marketable securities
Mortgage loans

Total interest
- Dividends:
Domestic equity pool

International equities
Real estate equities

Total dividends
Total income

Reduction of aliowance for loan losses
Net income

Net realized and unrealized gains on investments:
- Realized:
Marketable debt securities
Domestic equity pool
international equities

Net realized gains

Change in unrealized market appreciation
MNet realized and unrealized gains
Totat investment income

Beginning fund balance restricted for beneficiaries
Net contributions (withdrawals)

Ending fund balance restricted for
beneficiaries

Year Ended
-June 30 -
1991 {000’s omitted)

$ 720M
7)252

79,323

22,098
3,717
4,412

30227
109,550
536

110,146

5,429
10,855

1,118

17,499
(3,577)
13,922

124,068

1,700,702
{11,174

$1.,813,596
EEE——

See 'accdrnpan ying“nores to financial statements
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$ 77,844
7487

—_—

85,331

17,585
2.854
4,975

25,424
110,755

- 111,002

154
27,063
8,503

8503
35,720

G 544
45284
156,266

1,544,000
436

$1,700,702
A




Year Ended
- June 30 -

Investment operations:
Total investment income
Adjustments:
- Net realized gains

Change in unrealized market appreciation

Amortization

Increase (decrease) in intersst and dividends

receivable
_ Reduction of allowance for loan losses

Net cash provided by
investment operations

Investing activities:
Purchase of marketable securities

Sales and maturities of marketable securities

Aguisition of mortgage loans and
real estate equities

Netincrease in book value of domestic
equity pool

Morigage loan principal payments andg
proceeds from real estate equities

Net cash used in
investling activities
Financing activities -
net withdrawals from benefit system

Net increase (decrease) in cash
and cash equivalents

Cash and cash equivalents at
- beginning of year

Cash and cash equivalents at
end of year

1991

$ 124,068
(17,499}
3,577

175

(583)

{596}

(355,285)
367,273

{10,373}

{140,948

15,135

(124,196)

(11,472)

(26,526)
43,726

$ 17,206
———

. ;.,See accomparn }’Ing ﬁorés to financial statements

132

(600's omitted) 1990

$ 156,266

(35,720)

(2,544)
1,221

313
(247)

112,289

(602,912)
579,862

(8,827)
(60,190)

11,618

(80,442
(287

31,810

_ 123fe.

$ 43,736
 P—————




1} Accounting Entity

The Teachers' Retirement System Trust Fund {Fund) represents the invesiment portfolio of the State
of Alaska Teachers’ Retirement System {THS). TRS is a multiple-employer cost-sharing defined
bensfit, joint contributory system estabiished for the payment of retirement, disability and death benefits
to or on behalf of qualified teachers employed by the state, municipalities, school districts, or other
political subdivisions within the state. These financial statements are those of the Fund and not TRS
taken as awhole. The Commissionsr of Revenue s the fiduciary and has the statutory authority toinvest
the moneys of the Fund. This authority is delegated to specific investment officers of the Treasury
Division.

Alaska Statutes 14.25.180 and 37.10.071 provide that investments shall be made with the judgment
and care under circumstances then prevailing that an institutional investor of ordinary professional
prudence, discretion and intelligence exercises in managing large trust portiolios. The Treasury
Division has contracted the managerment of certain investment securities to selected externai
managers. Specifically, the domestic equity pool, international equities and reai estate equities are
managed by external management companies. '

(2) Summary of Signhificant Accounting Policies
Investment Presentation

The market value of marketable securities is determined at the end of each month by the custodiai
agents. The agents’ determination of market values involves, among other things, using pricing
services or prices quoted by independent brokers. The market value of the mortgage loans is
determined by adjusting purchased vields to the current secondary mortgage market coriditions
esiabilished by the MGIC Investment Corporation.

A mortgage loan loss provision has been provided to allow for potential problem loans. The morigage
loan loss provision has been determined by analyzing various characteristics (i.e., aging) of the
portfolio. '

The market vaiues of real estate equities are valued by the various companies managing those funds.
Secunity ransactions and any resulting gains or losses are accounted for on a trade date {ownership)
basis. In determining gains and losses, the cost of securities sold is determined on a specific
identification basis. '

interastincome, including amortization of premium and discount, is ac_cruéd monthly. Dividend income
on domestic equity securities is accrued on ex-dividend date. o

Dividend income on international equities is recognized upon notification from the custodian.




Net Contributlons

Net contributions represent contributions from employers and employees, net of benefits paid to TRS
participants. Net contributions are recorded on a cash basis according to when contributions are
received, and benefits are paid by the State of Alaska, Department of Administration, Division of
Retirement and Benefits.

Administrative and Other Expenses

All expenses, including investment management costs, are charged to appropriations of Fund assets
and are therefore not deducted from investment income of the Fund.

Statemant of Cash Flows

For purposes of the statement of cash flows, Treasury Division considers all highly fiquid debt
instruments with original maturities of three months or less to be cash equivalents. The cash flow.
statement is presented to réfiect the activity resulting in a change in cash and cash equivalents. Total
investment income is adjusted for realized gains or losses because gross proceeds are shown under
sales and maturities of marketable securities.

(3) Domestic Equity Pool

The Fund, aleng with several other State of Alaska funds, has an investmentin a domestic equity pool.
The majority of the domestic equity pool is comprised of common stock with available cash balances
invested in short-term issues. Alf acerued income and realized gains and losses are allocated monthiy
to each participating fund on a pro rata ownership basis. Income wh ich is received by the domestic
equity pool is distributed monthly in cash o each partlczpatmg fund, first fo accrued income allocated
to any withdrawal by’ a participating fund, and second, in proportion 10 each fund's ownersmp of
remaining accrued income.

At June 30, 1991 and 1990, the Fund's investment in the domestic equity pool is comprised of:

1891 1990
Domestic equities, at market $ 672,784 . $ 501,414
fnterest and dividends receivable ' 2,061 ' 1,504
Cash and cash equivalents 40,442 36,767
Total - $ 715,287 % 539,685
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{4) <Cash and Cash Equivalents

Cash and cash equivalents are comprised of the following at June 30, 1991 and 1990: . .

1991 1990

Interest-bearing deposits ) $ 88 $ 93
Cash from investment maturities in transit N2 32,000
Repurchase agreement 16,200 11,633
Total cash and cash equivalents $ 17,200 $43,726

. R IR

(5} International Equitles

International equities are comprised of the following at June 30, 1991 and 1990:

_ 21891 1980

International equities, at market $102,830, $117,153

Cash and cash equivalents 7117 8,343

Total international equities $109,947 | $123,498
R L}

Included in internaticnal equities are forward exchange centracts to buy and sellinternational currency.
Such contracts have no significant effecton the book or market values of the total international eGuities.

{6) Real Estate Mortgages

Real estate mortgages are comprised of the following at June 30, 1991 and 1990 (book values
presented):

1991 1990

Real estate loans current or less than ninety days past due $55,849 $57,481

Real estate loans ninety days past due 11,612 18,883
Real estate acquired by foreclosure awaiting liquidation 11,375 10,940
Total _ $78.836 $87,304
Aliowance for real estate loan losses $ 4,574 - $5,170
L} ) T

The balance in the allewance for ioan. losses is in management’s opinion adequate to absorb known
and expecled losses inthe mortgage loan portfolio. _
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(7) Safekeeping Risk

The Fund's deposits and investments are categorized below pursuant to Govermnmental Accounting
Standards Board (GASB) Statement Number 3 and GASB Technical Bulletin No. 87-1 1o give an
indication of the jevel of safskeeping risk assumed by the Fund at statement date.

Deposits: 1. Insured or collateralized with securities held by the State or by ils custodian in
the State’s name.

2. Collateralized with securities held by the pledging financial institution's trust
depariment or custodian in the State’s name.

3,  Uncollateralized.

investments: 1. Insured or registered for which the securities are held by the State or its
custodian in the State’s name. '

2. Uninsured and upregistered investments for which the securities are held by
the broker's or dealer's trust depariment or agent in the State’s name.

3. Uninsured and unregisterad investments for which the securities are held by
the broker's or dealer's trust department or agent not in the State’s name.

At June 30, 1991, all of the Fund's deposits and investments were considered to be Category 1 with
respect to safekeeping risk.
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Employer

Adak Region School District

Adak Region Schools

Alaska Department of Education
Alaska Gateway School District
Alaska, University of

Alaska Geophysical Institute, University of
Alaska State Legisiature

Aleutian Region School District
Aleutians East Borough School District
Anchorage School District

Annette Island School District
Association of Alaska School Boards

Bering Strait School District
Bristo! Bay Borough School District

Chatham Schoot District
Chugach School District
Copper River School District
Cordova Public Schools
Craig City School District

Delta-Greely School District
Dillingharm City School District

Fairbanks North Star Borough School District
Gatena City School District

Haines Borough School District
Hoonah City School District
Hydaburg School District

iditarod Area School District
Juneau School District, City and Borough of

Kake City School District

Kashunamuit Schooi District

Kenai Peninsula Borough Schoof District

Ketchikan Gateway Borough School District

Klawock City School District .
- Kodiak island Borough School District

Kuspuk Schogl District
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Employer (continued)

Lake and Peninsula Schoo! District
Lower Kuskokwim School District
Lower Yukon Schooi District

Matanuska—Susitna Borough School District

National Education Association - Alaska

Nenana Public Schoois
Nome Public School
North Slope Borough School District

Northwest Borough Arctic School| District

Pelican School District
Petersburg Public Schools
Pribilof School District

Railbelt School District

Saint Mary’s School District

' Sitka School District

Skagway City Schiool District
Southeast Island Schoai District
Southeast Regional Resource Center
Southwest Region Schools

Special Education Service Agency

Tanana City School District
Unalaska School District
Valdez City Schools
Wrangelt School District
Yakutat City School District
Yukon Flats School District

Yukon-Koyukuk School District
Yupiit School District
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- 10-YEAR COMPARISON OF ACTIVES VS. RETIREES
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10-YEAR COMPARISON OF VALUATION ASSETS VS. ACCRUED LIABILITIES
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Milions

10-YEAR BREAKDOWN OF REVENUE BY SCURCE
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~ STATE OF ALASKA

- _'For the F:scal Year
| -'July1 1990 - June 30 1991

PUBLIC EMPLOYEES‘ RETIREMENT SYSTEM
TEACHEHS‘ RETIREMENT SYSTEM

COMPONENT UNIT
ANNUAL FINANCIAL REPORT

S Prepared by )
Department of Administration
g _DlVlSlO_Il of Retirement and Benefits

: CﬂVER_ FHOTD: | “Puadra/Alaska Canhou" Courtesy of Alasks Department of Lumme.rce and Econmmc Development.
) . *. Diviston of Tounsm ) ) . .

L Thts puhhn'ahnn isnata plsm ducument Ttisa cmnp‘llatmn cfthe reports issued byLuopem & Lybrand WlIl‘Lam M. Mercer o
. Tne; and the State of Alaska, Departmentof Revenue, Treasury Tivision o5 well s information gathered by the Division.al

. '-Reﬁrement apd Benefits. References Rave been madr in variaus sections that summarize the Pohlic Employees' ‘and

. " Teachers' Retirement System plans but are not intended o fully describe the plans. Specific guestions abouat ezther plan :
: 'should be: addresaed by refernng to the plan documents or callmg the lemon of Rehrement and Beneﬂts .




